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[9:32 a.m.] 

CHAIRMAl GLEIMAN: Good morning, ?-dies and 

gentlemen. Today we continue our hearings to receive the 

direct cases of participants other than the Postal Service 

in Docket R2000-1. 

I have a couple of items I'd like to mention 

before we begin our testimony this morning. 

The first is, as some of you may know, as of 

yesterday, we are doing an Internet broadcast of the 

hearings, live. I mention this for two reasons: 

The first is that the mikes are very sensitive, 

and they will pick up what people are saying in this room. 

When you do not intend to question a witness, when you're 

consulting with your experts or your counsel, and, to my 

colleagues, when you're not involved in questioning someone, 

I strongly suggest that you make sure that your microphone 

is off, lest comments you do not intend to be heard by the 

general public that might be listening in, will be heard. 

The other item related to the broadcast is that 

right now our license is somewhat limited. I think on the 

order of 60 people at any one time out there can tune in and 

listen to the hearings. 

If that numbers proves to be insufficient, that 

is, if there are more insomniacs out there than any of us 
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thought, and there’s an indication of greater interest in 

listening to our proceedings, we’ll make accommodations. 

To the extent that anyone is currently listening 

out there who finds that over time, they have difficulty 

getting on because they get a busy signal, we would 

appreciate it if you would let our administrative office 

know so that we can take appropriate steps to increase the 

numbers of parties who can tune in. 

Moving on to more substantive matters, during the 

course of these hearings, the Postal Service has provided 

information after sponsoring witness have been excused from 

the stand. 

Our practice has been over the years, to establish 

dates when participants may designate such material for 

incorporation into the evidentiary record. I expect to 

issue a ruling this week, establishing the schedule of dates 

for such designations. 

These materials will be added to the transcript of 

the August 3rd hearing, and if any participant requests the 

opportunity to cross examine a sponsoring witness, that 

cross examination will take place on August the 3rd or 4th. 

Also I would like to mention that counsel for the 

Postal Service and the Magazine Publishers of America have 

contacted to me to indicate that they have agreed to an 

arrangement whereby MPA Witness Hay, who is scheduled to 

ANN RILEY & ASSOCIATES, LTD. 
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testify tomorrow, will not have to travel from Canada to 

testify. 

Instead, the Postal Service will submit Additional 

Written Discovery in lieu of oral cross examination. I want 

to compliment the parties for arranging matters and avoiding 

procedural difficulties, and also travel time and costs that 

might have been unnecessarily incurred. 

Before we move on and before I give you all a 

chance to raise matters that you might like to raise today, 

I also want to mention that we are going to have a visit a 

little later on this morning or perhaps early afternoon from 

a network t.v. crew, which has expressed an interest in 

filming part of our proceedings for file film purposes. 

As a consequence, we may take our breaks today at 

odd times, in order to accommodate this t.v. crew setting up 

their camera and their lights. So, if you will bear with 

me, if it seems as though we're trying to stretch things out 

a little bit in terms of breaks or something like that, and 

you'll understand why. 

Does any participant have a matter that they would 

like to address today, a procedural matter? 

[No response. I 

CHAIRMAN GLEIMAN: If not, then, we have five 

witnesses scheduled to appear today. The witnesses are 

MacHarg, Bentley, Harrison, Salls, and Clifton. 
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Mr. Hart, would you introduce your first witness, 

please? 

MR. HART: Yes, for the record, my name is Henry 

Hart on behalf of the National Association of Presort 

Mailers. And our witness is Dennis MacHarg. 

Counsel, you can proceed when you're ready. 

Whereupon, 

DENNIS MacHARG, 

a witness, having been called for examination, and, having 

been first duly sworn, was examined and testified as 

follows : 

DIRECT EXAMINATION 

BY MR. HART: 

Q Mr. MacHarg, I am showing you two copies of what 

was filed in this case on May 22 as the Direct Testimony of 

Dennis MacHarg on Behalf of the National Association of 

Presort Mailers. 

If you were to give that same testimony today, 

would you make any changes to your testimony? 

A No. 

Q Do you adopt that testimony - -  

VOICE: Microphone, please. 

BY MR. HART: 

Q Repeat your answer, please? 

A No. 
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Q Do you adopt the testimony filed on May 2 2  that 

you have before you as your testimony in this case? 

A Yes. 

MR. HART: If there are no objections, I would 

give two copies to the Reporter, and ask for the testimony 

to be introduced into the record in this case. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 
CHAIRMAN GLEIMAN: Hearing none, I'll direct 

counsel to provide two copies of Witness MacHarg's testimony 

to the Court Reporter, and that testimony will be 

transcribed into the record and received into evidence. 

[Written Direct Testimony of Dennis 

MacHarg, NAPM-T-1, was received 

into evidence and transcribed into 

the record.] 
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1. Statement of Experi ence And Oualifications. 

I, Dennis MacHarg, am the President of the National Association of Presort Mailers 

("NAPM"). I have served as a Director of the Association since 1986. My experience in mail 

processing dates back to 1980 when I founded Advance Presort Services, a major presort bureau 

based in Chicago, Illinois with a daily volume of approximately 2 million pieces. I have been an 

NAPM representative on MTAC for the past eight years. In 1993, I served on the MTAC 

Committee to rewrite the Domestic Mail Manual ("DMM") as a representative of First Class 

mailers. I also served on the USPS Competitive Services Task Force in 1992. 

2. Purpose 

The pulpose of this testimony is to provide the Commission with the perspective of 

presort bureaus on several aspects of the rates requested by the USPS in this case. 

First, I will discuss the failure of the USPS to reflect in the rates it has requested in this 

case substantial cost savings provided by presort mailers. These avoided costs include: capital 

costs of handling extraordinary volumes of workshare mail if it were to revert to the USPS; 

providing the supplies needed to process 40 billion pieces of FCLM, customer education; 

deliveries of mail transportation equipment ("MTE") to customers who now pick up or receive 

MTE from presort bureaus rather than the USPS; costs for the USPS truck fleet to pick-up and 

deliver mail currently delivered by presort bureaus; and UAA costs avoided as a result of the 

Move Update requirements applicable to worksharing FCLM. 

Second, I will: 

(a) identify the benefits to the USPS of extending the 4.6$ per piece heavyweight 

incentive to the second ounce for automated First Class flats to eliminate the anomalous and 

problematic "kink" in the rates requested for 2 ounce automated First Class flats. 

(b) discuss the overall value of the worksharing program to the USPS. 

1 
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3 .  Unrecomized Cos t Savings of Worksharine FC1.M. 

Although I understand that the USPS methodology for measuring cost avoidance of 

worksharing FCLM has historically not considered various cost savings realized by the USPS, I 

)elieve it important to remind the Commission that presort bureaus and other worksharing 

nailers perform the following functions which significantly reduce costs incurred by the USPS: 

(a) -.e version. Since the advent of automation, the presort industry has 

nade a very substantial investment in capital equipment, systems and workspace needed to 

irocess workshared mail. This investment has permitted the USPS to correspondingly reduce its 

nvestment in the equipment, systems, and workspace, it would othenvise have to have to 

irocess the 40 billion pieces of workshared FCLM now processed each year by worksharing 

nailers. 

Based on my knowledge of the presort industry, I estimate that private-sector, work 

haring mailers currently own or lease approximately 5 million square feet of workspace used to 

srocess automation mail. This is space the USPS does not currently have, but would have to 

ave to process the 40 billion pieces of workshared mail presented to it annually. If one assumes 

iat the annual rental value ofthis space is at least $10 per sq. foot, this is a capital cost ofmore 

ian $50 million per year not borne by USPS. 

We can also determine f?om the USPS lists of CASSMASS Certified MLOCRs that 

iere are approximately 1000 MASS certified MLOCRs in the private sector. If we assume that 

ie average MLOCR costs $250,000, this represents an avoided capital expense of $250 million. 

It seems highly likely that worksharing FCLM mailers have procured their plant space in 

less costly mamer than could have the USPS. Furthermore, the sheer size of the amount of 

hysical plant and equipment devoted by mailers to the USPS worksharing program makes it 

ppropriate for the Commission to consider the positive value of this contribution in determining 
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whether to adopt a conservative or more expansive measure of cost avoidance of worksharing 

FCLM. In particular, as it has in the past, the Commission should consider the total inability of 

the USPS to handle worksharing FCLM if it were to revert from worksharing mailers to the 

USPS, as a reason to adopt a less conservative and more expansive measurement of worksharing 

FCLM cost avoidance, and to therefore establish larger incentives for worksharing FCLM. 

(b) Avoided maitena nce costs. In addition to the avoided capital costs, the USPS is also 

avoiding substantial costs related to the operation and maintenance of the equipment needed to 

process automated workshared mail. 

(c) Avoided supp Iy costs , USPS is also avoiding the substantial annual cost of the 

supplies needed to process workshare mail. For example, presorted mail must be presented in 

trays that are sleeved, strapped, and labeled. Thus, in addition to the equipment necessary to 

sleeve, strap, tray and prepare labels for the approximately 8 million trays of mail in which the 

40 billion pieces of FCLM are delivered to the USPS each year, the USPS is avoiding the cost of 

the strapping and tray lables, yet these savings are not included in the discounts the USPS has 

requested. If one doubts the cost of such equipment and supplies one has only to walk through 

the exhibit hall at a National Postal Forum to see booths of literally dozens of manufacturers of 

this equipment and vendors of these supplies. These cost savings should be estimated and 

included in the discounts for presorted mail. 

(d) AutornationComDatible Ma il Cos& . The USPS has effectively transferred to the 

presort industry front-line responsibility for ensuring that the mail pieces it processes are 

automation compatible. In fact, the very concept of "automation compatible mail" and the 

related concepts of "upgradeable" and "non-upgradeable" mail reflect the fact that not all mail 

processed by presort bureaus is in fact BMM. Without the incentives provided for workshared 

mail, there would be no reason for mailers to submit mail in a form that would permit it to be 
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automated. Yet, the discounts reflect no measured cost saving from providing mail that is in fact 

automatable. Instead the USPS asks this Commission to indulge in the fantasy that all or the vast 

majority of the mail is and would be fully automatable without any incentive. The amount of 

time and effort presort bureaus expend working with customers to ensure that the mail they 

receive is automation compatible belies this convenient but undocumented or proven assumption. 

For example, full rate First Class mail does not have to protect the barcode clear zone. Without 

the barcode clear zone, the USPS would have difficulty barcoding such mail received by it on 

MLOCRs. 

This transfer of primary responsibility for the production of automation compatable mail 

to the presort industy should have also reduced the number of USPS Customer Service 

Representatives and Mail Design Analysts, needed by the USPS. While I don't know how many 

USPS Customer Service Representatvies and Mail Design Analysts have been or could have 

been eliminated, I do know that the sales representatives of presort mailers as well as mail 

processing personnel expend a considerable amount of time and effort working with customers 

to avoid or resolve problems with their mail. Put another way BMM does not have to have a 

barcode clear zone or FIMs on return mail pieces. Nor does BMM mail have to pass a tap test to 

make sure that address blocks in window envelops remain within the window and readable. Nor 

does it matter if BMM sticks together as result of too much water being applied when the letter 

was sealed and the glue ran. Without automation workshare mailers to explain the requirements 

and ensure they are complied with, USPS would have to have its own Customer Service 

Represenatives and Mail Design Analysists out begging mailers to provide, out of the goodness 

of their hearts, mail pieces the USPS must automate. It would also have to have people to check 

the mail for flaws of the sort noted above. 

A 
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(e) Distribution of Ma il Transurntion Equipmn.Lf"MTE "). In this case, the USPS has 

assumed that BMM mail is presented to the USPS in trays. Why is an important question. 

Mailers paying the full single piece first class rates are not required to enter mail in trays. Full 

paid FCLM can be entered in any form. However, this unproven assumption presents another 

unrecognized saving realized by the USPS as a result of workshared mail. If BMM mail were 

entered in trays, how would BMM mailers have gotten the trays? The answer is simple, the 

USPS would have to give them the trays. But how would it do that? To make a fair comparison 

between workshared FCLM and BMM, the Postal Service should have included the cost of 

providng trays and other MTE such as AF'Cs to BMM mailers. 

Many presort bureaus receive mail from their customers in trays, of course, but those 

trays came to the mailer though presort bureaus. If it were not for presort bureaus, the Postal 

Service would either have to deliver the trays to BMM mailers or it would have to ask them to 

pick-up trays from the Post Office assuming they would take their mail to the Post Office rather 

than simply leave it on the dock or at a mail room in their office building or crammed in a letter 

box. Picking-up empty trays at a Post Office while dropping off BMM sounds easier than it 

would be in practice, of course. 

Work Time Act ivities. Based on my knowledge of the industry, I . .  (0 -Peak 

estimate that the average presort bureau has about 100 customers. That means that the windows 

or the back docks of most post offices would be a lot busier than they are now toward the end of 

the normal work day when most mail is delivered to Post Offices by business mailers if the 

20,000 mailers who use presort bureaus were trying to get to the window or the loading dock at 

the end of the business day to not only deliver mail, but to pick-up MTE. The point is, the USPS 

would find it difficult at best to distribute empty trays during the peak hours for mail delivery to 

c 
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Post Offices. The frustration might well result in BMM mailers delivering mail in miscellaneous 

paste-board boxes or even grocery bags. 

Pick-up times are an important competitive issue in the presort industry. A bureau that 

can give a customer a later pick-up than a competitor can offer has a distinct advantage. Since 

BMM mail receives no discount, there is no reason for BMM mailers not to deliver all of their 

mail to the USPS at the close of the regular business day, when the USPS is already busy trying 

to collect and process the collection-box letter mail on which its performance is measured and on 

which management bonuses depend, at least in part. Presort mailers generally want to deliver 

their mail as late in the day or evening as possible thus avoiding the hours of peak mail pick-up 

and processing by the USPS. Moreover, the mail the presorters enter into the mail stream is 

almost entirely mail which the P&DC where it is deposited does not have to work. 

Since all but a very small portion of the mail presented by presort bureaus is sorted to at 

least the AADC level, as well as sleeved, banded and labeled, all the entry P&DC normally 

needs to do with this mail is cross dock it onto transportiaton to the next appropriate facility. 

Local mail, mail that will be delivered in the service area of the entery P&DC, is simply held for 

a secondary incoming or delivery sequence sortation which will not occur until the early hours of 

the next day at the earliest. 

In short, if the USPS had tried to distribue MTE for BMM it would add an additional 

work load to an already very busy time period. The enlarged peak load would require the USPS 

to build and staff much larger facilities which could accommodate the delivery of large volumes 

Df BMM in the late afternoon and early evening along with the pick up of large amounts of 

MTE. Yet the avoidance of these costs is not recognized in the discounts sought by the USPS 

for workshared mail in this case. 
H 21 

28 
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(9) Reduced Truck Fleet. The foregoing discussion suggests yet another savings 

provided by workshared mail that is not reflected in the discounts requested by the USPS in this 

:ase, the savings represented by the pick up and delivery or, at the least, consolidiation of the 

pick-up and delivery of vast quantities of mail. At present, most presort bureaus pick up mail 

From their customers. Much if not most of this mail is mail the Postal Service would have to 

pick-up if it were not picked-up by presort bureaus. Many presort bureaus also deliver some or 

111 of the mail they process to the USPS. These mail pick-ups and deliveries should have allowed 

the Postal Service to actually reduce the number of trucks in its fleet and reduce and shorten 

$ck-up runs they would otherwise have to make to the presort mailer customers. 

(h) Savines from Reduced UAA Ma il. The rates requested by the USPS in this case fail 

:o include substantial reductions in the avoided cost of forwarding undeliverable-as-addressed 

:'UAA") mail, due to compliance by worksharing FCLM with Move Update requirements. 

Mailers have incurred and are incumng substantial expenses in order to comply with the Move 

LTpdate requirements, made applicable to worksharing FCLM in July 1997. It is frustrating to 

;ee the USPS continue to avoid making any effort to quantify the obvious benefit which the 

LTSPS derives from these Move Updated requirements, while at the same time reaping the mail 

forwarding cost savings from these requirements. 

In my company, in order to comply with move update requirements, we have currently 

.mplemented Fast Forward on all of our five MLOCRs. Use of Fast Forward should avoid most 

311 mail forwarding costs to the USPS for that worksharing FCLM which is processed with Fast 

Forward. 

Based upon my conversations with other presort bureaus and equipment manufacturers, it 

.s my conservative estimate that at least 50 % of worksharing FCLM mail is processed with Fast 

'orward and will, therefore, avoid most all forwarding costs. In addition to the worksharing 

7 
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FCLM mail which is processed with Fast Forward and therefore free of most all forwarding 

costs, all other worksharing FCLM is processed using one of the other three approved methods 

for meeting the Move Update requirements. The point is, workshared FCLM must comply with 

Move Update and, by doing so should reduce USPS mail forwarding costs substantially, but the 

discounts requested do not reflect any such savings. 

1. First Class Flats. the Non-Standard Surcharee. and the Heawwe ight Presort In& v .  

In this case the USPS has proposed a rate for First Class flats sorted to 5-digits and a rate 

for First Class flats sorted to 3-digits in place of the old discount for a 315 sortation which 

required mailers to first find and sort all 5-digit bundles of flats in a mailing before they could 

sort the remaining flats to the 3-digit level. This change is highly desirable. 

As the Commission knows, the USPS appears to be at a loss to explain why the cost of 

processing flat mail seems to be going up at such an extraordinary rate. While the cause of the 

increased cost of processing First Class flats may be unclear, almost everyone agrees that the 

single most important thing the USPS can do to address the problem is to get barcodes on flats. 

However, for reasons that are not at all clear the USPS has chosen to propose rates for First Class 

automated flats which will not encourage an increased volume of barcoded flats. 

In her testimony in R97-1 USPS Witness Daniels cited over 9 cents of mail processing 

and delivery cost savings of First Class automated basic flats over First Class single piece flats, 

and over 23 cents cost savings for First Class automated 3/5 digit flats (R97-1 USPS-T-29; ExC). 

We all h o w  that since 1997 flats processing costs have done nothing but go up. Yet in this case, 

the USPS proposed automation discounts of only 4.5 cents and 6.5 cents for First Class 

automated 3-digit and 5-digit flats. Notwithstanding the enormous savings that automation 

obviously provides, the USPS offers discounts that are only a small fraction of the savings. Is 

the USPS really interested in reducing mail-processing costs? 
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The problem of insufficient automated flats discounts is compounded by an anomaly in 

he rate structure for the second ounce flat which is where much of the flats volume falls. 

Because the 11 cent non-standard surcharge which applies to single pieces weighing one 

mnce or less, is reduced to 5.0 cents for presorted flats, the total discount available for First 

l a s s  automated 3 digit and 5 digit flats weighing one ounce or less is 10.5 and 12.5 cents 

.espectively. Because of the 4.6 cents Heavyweight Incentive which applies to automated First 

:lass flats weighing more than 2 ounces, the discount for automated 3 digit and 5 digit flats 

veighing more than 2 ounces is 9.1 and 11.1 cents respectively. However, the 2 ounce First 

:lass automated 3-digit and 5-digit flat gets the benefit of neither the 6.0 cents reduction in the 

ion-standard surcharge, nor the 4.6 cents Heavyweight Incentive, and therefore has a discount of 

mly 4.5 cents and 6.5 cents respectively. 

This discount of 4.5 cents or 6.5 cents is almost certainly inadequate. Thus, the rates 

equested by the USPS have a serious disincentive for automation. One way to alleviate the 

roblem is to make the Heavyweight Incentive, which is now only applicable to First Class flats 

veighing more than 2 ounces, applicable to First Class flats weighing more than one ounce as 

vell. This would make the incentive for the 2 ounce automated First Class flats and the 3 ounce 

iutomated First Class flats the same, and encourage workshare mailers to prebarcode the 

)revalent second ounce flat. 

In closing, let me say a word or two about the value of worksharing. The problems 

idmitted to by the USPS in this case speak more eloquently than I ever could to the value of 

vorksharing. In this case, when asked to explain the extraordinary increases in periodicals and 

jtandard Mail flats, the USPS has responded that the problem is that they have not been as 

,uccessful in automating flats as they have been in automating letter mail. Nevertheless, in this 

:ase, some of the most highly automated mail has received higher percentage rate increases than 

n 
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less automated rate categories. This is a disturbing trend. With Regard To First Class Letter 

Mail, the USPS has actually suggested that the savings from worksharing have turned the comer 

and are now declining. I believe that the testimony of Dr. James Clifton in this case will refute 

that assertion. It appears to us that the savings from presort and from automation mail are still 

growing and that is without considering all of the to date unrecognized savings I have noted in 

my testimony. 

What is disturbing to other presorters and me is the apparent refusal of the USPS to 

recognize a good thing when it sees it and work with it. Instead of encouraging more 

worksharing, the USPS seems determined to pull back and assert that the savings aren't the1 

course, by doing so the USPS discourages worksharing programs, programs that have the only 

real track record for reducing mail processing costs. We believe that the USPS should expend 

more effort to find and include in its measured cost savings as many cost savings as it 

legitimately can. In short we would expect that the Postal Service would pursue a more balanced 

Of 

approach to measuring worksharing savings, an approach in which it sincerely looks for 

unrecognized savings as hard as it looks for overstated savings. Instead, it seems intent on 

exploiting its considerable resources to hide or underestimate legitimate cost savings attributable 

to worksharing, especially in First Class Mail. 
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ipon all participants of record in this proceeding in accordance with section 12 of the Rules of 

'ractice. 
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CHAIRMAN GLEIMAN: Mr. MacHarg, have you had an 

opportunity to examine the packet of Designated Written 

Cross Examination that was made available to you earlier 

today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Correct. 

CHAIRMAN GLEIMAN: That being the case, counsel, 

if I can impose on you to provide two copies of the 

Designated Written Cross Examination of Witness MacHarg to 

the Court Reporter, that material will be received into 

evidence and transcribed into the record. 

[Designated Written Cross 

Examination of Dennis MacHarg was 

received into evidence and 

transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1014  
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  
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USPS/ABABNAPM-TI-13 redirected to 
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MMA, USPS 
USPS 
USPS 
MMA 
MMA 
MMA 

USPS 

USPS 

USPS 

USPS 

USPS 

USPS 
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RESPONSE OF TEE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARG TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPSINAPM-T1-I. The bulk of your testimony (pages 2-8 genaally) is devoted to describing 
unrecognized cost savings that you state arc not reflected in the Postal Service's measunment of 
workshare cost savings. Is it your contention that no costs associated with the areas of cost you describe 
(for example, savings limn UAA Mail) are reflected in the Postal Service's measurement of workshare 
cost savings? Please explain. 

Response: 

Yes, it is my contention that costs associated with the a n a s  of cost I described in pages 2-8 generally of 

my testimony (for example savings from reduced UAA Mail) are not reflected in the Postal Service's 

measurement of workshare cost savings. It is my understanding that the only cost savings included in thc 

USPS estimate of the measured cost savings amibutable to workshe First-class mail arc USPS Miller's 

measure of mail processing costs and USPS witness Daniel's measure of delivery costs and that the 0 t h ~  

cost savings have not been measured or included. However, without more specification of the costs 

included in various cost pools uscd by Postal Service witnesses to estimate workshare cost savings, I 

cannot be absolutely certain. However, given the mall cost savings found by Postal Service witnesses, it 

seems clear that if such savings have been included at all they have been grossly underestimated. 
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RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARC TO THE lNTERROCATORIES OF THE W E D  STATES POSTAL 

SERVICE 

USPS/NAPM-TI-3. At the bottom ofpage 3 of your testimony, you state that, "Without the incentive 
provided for workshared mail, there would be no reason for mailers to submit mail in a fonn that would 
permit it to be automated." Is it your contention that mailm derive no benefit from activities that 
enhance the deliverability of thei mail, whether or not they receive a discount? Plea& explain. 

Response: 

Mailers derive a benefit from aetivities that enhance the deliverability of their mail only if the cost of 

enhancing the deliverability of their mail is less than the benefit gained. Without a discount, the benefits 

would appear to be minimal especially since the USPS measures of performance include only ovcmight 

and one-day collection-box letter mail. Since there is no difference in the service received by full paid 

mail based on whether it is automation compatible, why should mailers incur any expense to make their 

mail automation compatible assuming that they would know what mail would be automation compatible 

and what mail would not be. The USPS will provide the same service whether the mail is automation 

compatible or not. Morcovcr. the technical requirements for automation arc not as widely known as one 

might assume they should be even by some fairly large, regular mailers. They frequently do things that 

make their mail non-autornation compatible without realizing what they have done: In my experience, 

mail piece design is not accomplished in a one-time short course. A large number of pcople may be 

involved in designing a mailing including outside consultants and contractors as well as many members 

of a mailer's on staff. It is easy for them to unintentionally produce mail pieces that arc not automation 

compatible even after they have been producing automation compatible mail for some time--i.c., 

recidivism is a problem. This clll occur h m  many ~c88on6, but a common OM is the depaturc of the 

person who *knew the mles." Presort bureaus always have people who know the rules and thus can and 

do help these customers prepare automation cnnpahble mail, but it is a constant challenge. Thus, I 

believe that without substantial discounts, the benefits of producing automation mail would be 

insufficient to mure that most of the mail processed by presort bureaus would remain automation 

compatible. 
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RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT M.4ILERS WITNESS 
MACHARG TO T H E  INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPS/NAPM-T14 
(a) Please confirm that your proposal to extend the heavyweight discount to 1-2 ounce pieces applies 

(b) Please confirm that your proposal to extend the heavyweight discount to 1-2 ounce pieces does not 

(c) Please confirm that your proposal to extend the heavyweight discount to 1-2 ounce pieces is based 

only to flats and not to letters or parcels. If you cannot confirm, please explain. 

apply to nonautomation presort mail. If you cannot confinn, please explain. 

solely on rate relationships, per page 9 of your testimony. If you cannot confirm, please explain. 

Response: 

(a) Confirmed 

(b) Confirmed 

c) The proposal to extend the heavyweight discount to 1-2 ounce pieces presented in my testimony is 

based on the need to provide a discount that is sufficient to encourage prc~ort bureaus to automated 

First-Class flat mail. The 4.5 and 6.5 cent discounts proposed by the USPS in this case are not, in my 

opinion, sufficient to interest presort mailers in automating 1-2 ounce flats. However, through the 

testimony of ABA&NAPM wihless Clifton, whose testimony provides COR savings support for the 

extension ofthe 4.6 cents heavyweight discount to 1-2 ounce automated letters and flats, the NAF'M 

and the ABA are proposing that the heavyweight discount be extended to 1-2.ounce automated letters 

and flats. 
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RESPONSE OF THE NATIONAL. ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARG TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPS/NAPM-T1-5. On page 9 of your testimony, you state that Postal Smice 's  proposed discounts of 
4.5 cents for 3-digit automation flat and 6.5 cents for a 5-digit flat arc "almost certainly inadequate." 
Please explain the basis for your assertion that thesc discounts am "almost certainly inadequate" and 
provide copies of all supportingdocumentation. 

Response: 

My assertion that the proposed discounts of 4.5 and 6.5 cents arc almost certainly inadequate is based on 

(I) my knowledge of predautomation costs as the president of a large presort bureau in Chicago with 

smaller bureaus in St. Louis and Baltimore, and (2) discussions with ownm and operators of other 

presort bureaus. These people do not feel that a discount of 4.5 and 6.5 cents per piece would be 

sufficient to makc it possible to offer their customers a sufficient incentive to present flat mail and to 

make a profit. It simply doesn't makc any sense to assume that discounts smaller than tho= providcd for 

sorting letter mail to the 3- and 5- digit level will be Sufficient to COVN the substantial capital investment 

in flat barcoding equipment and the operating to pass through a suf€icient discount to their customer to 

make the sortation of flats attractive. There is no su@g documentation because pnsort bureau costs 

have in the past been in large part ignored in a system that predicates discounts on avoided costs to the 

USPS (notwithstanding lip service given by USPS witnesses to the concept that public weltarc is saved 

by the mail being delivered at the lowest combined costs of USPS and mailers.) It is clear to me that the 

cost savings to the USPS from the barcoding of flats is considerably greater than the PropOMd discounts. 

. -- 
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.- RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARC TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPSmAPM-Tl-6. On page 7 of your testimony you stale: 
Based upon my conversations with other m o r t  bureaus and equipment manufacturers, it is my 
conservative estimate that at least 50% of the worksharing FCLM is processed with FAST 
Forward and will, therefore, avoid most all forwarding costs. 

(a) How many presort bureaus and how many equipment manufactures did you talk to in formulating 

(b) Docs this estimate apply only to presort bureaus, or daw it also apply to such customm as utilities or 
your estimate.? 

credit card companies, who prepare their own mailings for entry into the postal system? Please 
explain. 

workshared FCLM is processed with Fast Fornard." 
(c) Please provide the underlying numbers that result in you calculation of "at least 5Operccnt" of 

Response: 

(a) 1 have talked to most of the equipment manufacturers at NAPM meetings and elscwhcn, but did not 

talk to them in the mum of formulating the estimate in my testimony. 1 have talked to a number of 

presort bureaus, including many, but not all, members of the NAF'M over the years, but have not 

made an effort to keep any running tally. At NAF'M meetings there have bem occasional informal 

counts by way of a show of hands of those present as to who is offering FASTfoRwrd. 

@) It applics primarily to presort bureaus, but I have spoken with compsnicS that prepare their own mail 

as well. 

(c) There are no underlying n u m b  other than those stated above. 
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RESPONSE OF TElE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARC TO THE INTERROGATORIES OF TAE UNITED STATES POSTAL 

SERVICE 

USPSh'APM-TI-7. On page 4 lines 22-25 you state, 'Without automation workshare mailers to explain 
the requirements and ensure they are complied with, USPS would have to have its own Customer S m i c e  
Representatives and Mal Design Analysts out begging mailers to provide, out of the goodness of their 
hearts, mail pieces the USPS must automate." 

(a) Please c d m  that it is in any mailer's best interest to ens\ne that each mail pieces is addressed to the 
appropriate party at the appropriate addnss in orda for that mail piece to reach its intended 
destination in the proper amount of time. If not confirmed, please explain. 

@) Please confirm that it is in any mailds best interest to ensure thpt each mail pieces exhibits the best 
possible address quality in order for that mail piece to reach its intended destination in the proper 
amount of time, if not confirmed, please explain. 

Response: 

(a) As I noted above, it is in the interest of mailers to ensure that each mail piece is addressed to the 

appropriate party at the appropriate address so long as the benefits exceed the costs of doing so. Your 

question implies that mailers should want to ensure that each mail piece is addressed to the 

appropriate party at the appropriate address at any cost. I do not believe that mailers would pay for 

example $100 to ensure each piece of mail was appropriately addressed? W h y  should they do that 

when the USPS stan& m d y  to forward the mail for them for a far smaller cost? The object should 

be to fmd a cost-effective way to allow mailers to address mail to the appropriate person at the 

appropriate address. What is needed arc appropriate incentives, not command and control d e s  that 

ignore costs and thus the reason mailers are in business which is to make money not ensure that, in 

cvay case, mail is addressed to the appropriate person at the appropriate address. 

(b) As I noted above, it is in the mailds best interest to ensun that each mail picce exhibits the best 

possible address that is economically feasible so that each mail piece reaches its intended destination 

in the propa amount of time. Mailcrs, at lcast business mailers, want their mail to math the 

addressees so long as the cost of doing so is d c i e n t l y  wall to allow them to continue to make an 

appropriate profit. They arc not mailing for mailing's sale, they are mailing to make money. 
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RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARG TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

L'SPSINAPM-TI-8. On page 4, lines 3-5 of your testimony you discuss the amount of time that presort 
mailers spend educating their customers. Have you attempted to quantify this time on a per-piece basis? 
If so, please provide and document how you arrived at a cost estimate. 

Response: 

No I have not attempted to quantify the time presort bureaus spend educating their customers on a per- 

piece basis because in past rate proceedings the amount of money spent by preson bureaus Has been in 

large part ignored in a system in which discounts arc based on costs avoided by the USPS. In shon, there 

is no economic incentive to quantify the time expended on a per-piece basis. 
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MACHARG TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPS/NAPhl-Tl-9. On page 10 lines 11-12 of your testimony you state that worksharing programs 
"have the only real track record for reducing mail processing costs." Please confm that the RBCS 
system and other I p c s  of automation equipment have reduced mail processing costs for specific mail 
types. If not confirmed, please explain. 

Response: 

I cannot confinn that the USPS RBCS system and other rypes of automation equipment have reduced 

mail processing costs for specific mail types. They have, I believe at leas reduced the increases in mail 

processing costs, but I am unaware of any case in which the USPS has presented evidence that mail 

processing costs have declined. However, the point I would like to make is that much of this work could 

be done in the private sector for Iowa costs than the USPS incurs to do it and that mail processing costs 

could ccnainly be lower ifall mail processing were performed in the private sictor. 

,- 
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RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARC TO THE INTERROGATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPSN4PM-T1-10. In your testimony, you claim that the USPS has not mogniizcd any cost savings 
related to workshared First-class letter mail related to capital costs, maintenance costs, supply costs, and 
mail traying costs. Have you conducted any studies that sought to determine these costs on a per-piece 
basis? If so, please provide the results of those cost studies and document them completely. 

Response: 

No, I have not conducted any studies that sought to determine the capital costs, maintmance costs, supply 

costs and mail traying costs on a per piece basis since as I noted above, 

been the focus of attention in setting discounts. M m v e r ,  presort bureaus and in-house mailer/users of 

MLOCR can perform all these tasks cheapn than the USPS can perform them, that's how we make our 

living. Using presort industry data would therefore lead to an understatement of the savings and tend to 

lead to break even discounts, discounts that were equal to presort industry costs not Postal Service 

savings. 

induslry costs have not 



12161 

.- RESPONSE OF THE NATIONAL ASSOCIATION OF PRESORT MAILERS WITNESS 
MACHARC TO THE lNTERROCATORIES OF THE UNITED STATES POSTAL 

SERVICE 

USPS/NAPM-Tl-ll. On page 2 of your testimony y w  discuss the concept of "reversion." Have you 
conducted any market research studies in order to quantify the mount of First-class workshating mail 
that would reverr to other rate categories were the Commission to approve the Postal Service pmposals as 
recommended in this docket? If so, plcasc provide thc results of those studies and document them 
complaely. 

Response: 

No, I have not conducted any studies in order to quantify the amount of First-class mail that would revert 

to other rate categories were the Commission to approve (recommend?) the Postal Service proposals as 

recommended (requested?) in this docket. First, I cannot say that mail clnrently processed by the presort 

industry will revert to other rate classes if the Commission recommends the rates requested in this docket 

However, that docs not mean that with larger discounts, discounts that reflect the full cost sa\.:ngs, the 

presort industry would not be able to induce more mailm to use presort bureaus to automate their mail. 

If this were to happen, increased discounts could make more money for the USPS than the requested rates 

since the requested rata understate the savings to the USPS of workharing so that some mail that could 

be automated and could be processed at a lower cost remain as un-automated mail processed by the USPS 

at a higher cost. 



12162 

RESPONSE OF THE NAPM WITNESS MACHARC TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CLIFTON 

USPS/ABA&NAPM-TI-10 

On page 29 lines 24-28 of your testimony you discuss various costs you claim should 
have been included in witness Miller's worksharing related savings calculations. 

. . .  
( 4  -. Please described in detail the specific activities performed 

by worksharing mailers to "tray" mail and explain how these activities result 
in a situation where the Postal Service avoids costs. 

p. Please describe the specific 
Postal Service "support" tasks you are referring to and explain how they relate 
to worksharing. Include MODS operation numbers used for these tasks, the 
type of employee that performs these tasks (e.g., mailhandlers, etc.), and the 
equipment or machinery (if required) upon which these tasks are performed. 

(b) 

RESPONSE: 

(a) The specific activity performed by worksharing mailers to "tray" mail consists ofplacing 

mail in USPS mail trays and putting sleeves on those trays and placing strapping around the trays 

to hold the sleeves in place. In order to properly tray workshared mail, worksharing mailers have 

had to do a lot of work. They have collected the mail in question and checked it for numerous 

defects or problems including, but not limited to (1) the use of ineligible meters, (2) illegible 

meter imprints, (3) incorrect meter dates, (4) the inclusion of stamped mail that must be 

canceled, (4) unsealed envelopes, (5) envelopes that are stuck together, ( 5 )  short paid mail (mail 

weighting more than 1 ounce with insufficient postage, whether applied by meter or stamps or 

both), (6) the use of precanceled stamps (which will have to be checked to determine that the 

mailer has authorization to enter such mail), (7) the inclusion of pennit imprint mail, (8) the 

prcscnce of physically non-mailable mail because of improper size, shape, or dimensions, and 

(9) the presence of non-automation compatible mail (i.e., mail that does not have (a) a bar code 
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RESPONSE OF THE NAPM WITNESS MACHARG TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CLIFTON 

RESPONSE TO USPS/ABA&NAPM-TI40 (Continued) 

clear area or @) addresses in window envelopes that do not stay within the window and are thus 

unreadable on an USPS MLOCR. These activities avoid costs for the USPS because it does not 

have to perform these tasks. 

The mail placed in trays by worksharing mailers is considerably different that unsorted full rate 

mail that is picked up by the USPS or delivered to it in trays. First, the mythical BMM, like 

other full rate mail picked up by or delivered to the USPS, may, but need not, be in trays. Even 

if it is picked up by or delivered to the USPS in trays, those trays are not labeled, sleeved, or 

strapped, because the mail in them is not presorted and may be addressed to many different ZIP 

codes. Moreover, even if a BMM mailer uses USPS trays for First-class full rate mail, the mail 

must still be checked for the potential problems noted above. 

Unlike the mythical BMM, automated, presorted mail presented in labeled trays that are sleeved 

and strapped by worksharing mailers. Unlike mythical BMM, automation, presorted mail is also 

faced, barcoded with CASSMASS certified software, checked for short paid mail and for other 

potential defects noted above. Moreover, all but a very small portion of the mail submitted by 

worksharing mailers that leaves the service area of the facility where it was entered can simply 

be cross-docked to the appropriate USPS facility. The amount of presorted mail not sorted to at 

least the AADC level is usually less than one-percent. 

Mail that has not been presorted may have to betrayed and re-trayed several times by the USPS 

as it goes through the USPS mail processing system. First, such mail might be trayed or re- 

trayed several times as the checks for the potential problems noted above are made. Second, 



12164 

I 

.-  

RESPONSE OF THE NAPM WITNESS MACHARG TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CLIFTON 

RESPONSE TO USPS/ABA&NAPM-TI-10 (Continued) 

such mail would, one presumes, be placed in h y s  when taken &om an AFCS. That mail would 

be re-trayed after being barcoded on an MLOCR and re-trayed again after it was subjected to an 

outgoing primary BCS (postal Service Witness Miller testified that barcoding on an MLOCR is 

not a sortation). Since most local workshared mail is sorted to 5-digits or local schemes, this 

mail is not subject to a primary incoming sortation. Thus, it is mail that does not have to be re- 

trayed at that point. 

(b) This requests information already known to the USPS. The USPS knows, one presumes, 

what MODS operations numbers are involved in the tasks inquired about, the types of employees 

used to perform these tasks, and the equipment or machinery (if required) on which these tasks 

are performed. The MODS cost pool definitions we have been given are insufficient for us to 

determine exactly what costs are or arc not included in various MODS cost pools. That is why 

we asked for more precise definitions in our interrogatories. The point is, we believe that by 

refusing to do specify the costs that are included in various MODS cost pools as the ABA and 

the NAPM asked, the USPS is systematically understating the savings it is realizing horn 

worksharing mail. Wimess Miller and the USPS seem to have expended considerable time and 

effort by excluding various costs in order to limit the measured cost savings properly attributable 

to worksharing mail, but they have not made a similar effort to identify and quanti6 other 

savings that have not been recognized in previous determinations of the cost savings realized by 

the USPS &om worksharing mail. 
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RESPONSE OF THE NAPM WITNESS MACHARG TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

C L I n O N  

RESPONSE TO USPS/ABA&NAPM-T1-10 (Coni ...ued) 

The support operations referred to in line 27 are costs the USPS would incur to support the 

automation equipment it would need to do for itself the work that worksharing 

mailers now do for it. Neither the NAPM nor, to the best of my knowledge and belief, the ABA 

knows the MODS operations numbers that the USPS is using or would use for these tasks, the 

type of employees that the USPS is using or would use to perform these tasks, nor the precise 

equipment or machinery upon which the USPS is or would perform these activities ifthe USPS 

had to perform these tasks that are now performed for it by worksharing mailers. However, the 

NAPM assumes that the USPS would require a number of additional MLOCRs and that these 

would have to be supported with additional regular, ongoing daily or weekly maintenance as 

well as longer periodic maintenance and that this would require additional staff, equipment, and 

supplies such as transport belts, bearings, cameras, inkjet printers, etc. 
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TFlE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

-ON 

USPSIABMrNAPM-Tl-13 

On page 37 liw 27-29 you imply that "P" rote stamped d pieces entered by 
mnsumm into prrsort burcaurlMLOCRqualifitd mailers mllection boxer would not 
have to be canceled. Pleue asnuned [sic] thnt stamped mail pieces must be crnceled for 
pIIlposcs of .arwcring the following qucstionr. 

(a) Do presort burrorulMLOCRqualificd d l u s  cumntly opate unceuUioll 
equipment that can be rued to amel these stamps? Io so, plensc explain how this 
equipment is c m t l y  used by presort bureaus. If not, please discuss how this 
equipment would be integrated into presort bunru operations if it were required. 

@) Please explain how presort bunxudMLOCRqu.lified mailers plan to dul 
individually with cumnt singbpicfc users in the event that problems OCCUI 
regarding undelivered and latedelivered mail. 

RESPONSE: 

(a) No, pres017 burcawMLOCRqualified mailers do not nrrrcntly operate unoellation 

equipment. Existing MLOCRF arc. or can be, quipped with an additid inkjet printer that can 

use used to cancel "F'" rate d l  as it is being processed on an MLOCR 

(E) To my howledge, presort burrauMLQCRqualified mrilas have no! developed 

plans to dul individually with current, single-piece usm in the went that problems 

occur regarding undelivabd and W e l i v e r e d  d. However, I expect that pnsort 

bumWMLOXqualified mailers would deal with individuab using "P" stamps, in 

the cvent that pmblemr ocam reg- undelivued or 1.tPdelivered Mil, in the 

rune manner as they now deal with their current customem when thm u c  problems 

with & l i d  and I.tadelivaed mail. 'Ibe mod th.t bmeruurMLocR- 

qualified mdar could do t &e sure they prooar "P" 8tamp d l  in atimcly 

Won m they mu amre "P" rtrmp usas that my rmdclivardmail or late delivered 
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RESPONSE TO USPSIABUNAPM-Tl-13 ( C O O ~ ~ D I I ~ ~ )  

mail was not CpUIcd by them. If"€'" stamp mailers arc not nticficd with the pmmt 

b ~ ' s M L 0 C R q u a I S e d  maildr handling of problems, they cm. of course, take thcir 

business to another presort burcauh4LOCRqudificd d a  or -e the w of full rate First- 

Class mail and deposit 111 rmil with the USPS. In b o a  "P" stamp users will haw the 

opporhuity to take their businas elmvherr. This should provide an appropriate incentive to 

presort burcawMLOCRqualified mailas to deal dequrtely customer complaints. 
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THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

W O N  

USPS/ABA&NAPM-TI-I5 

Your "P" ntc pmposal includes vay little discussion of RBCS technology. 

(a) Please dirurs, in qualitative tams, bow pnrort b-qdcd mailers 
cumntly use RBCS techaology to barcode mail pi-. 

(b) How many pmort bunouPIMLOCRquPiified mailers cumntly have MLOCR'B that have 

(c) How many p m r t  burrsuJlMLOCRqualificd mailers cumntly have BCS's that have 

(d) How many presort bmm&KOCRqualified mailers c m t l y  have m RCR Eyrtrm? 

(e) How many pnsort bureaur/MLOCRguPlified mailers cumntly u e  the Lata Mail 

becn retrofitted to ISS'r (Input Subryctanr)? 

been retrofitted with OSS'S ouiput Subsystemr)? 

Labeling Mschinc (LMIM)? 

(f) P l a e  provide the rystm-wide MLOCR, MLOCR-ISS. BCS (both MPBCS md DBCSb 
BCS-OSSS (both MPBCS md DBCS). RCR, and LMLM equipment quantities for 
presort bunaudMLOCRquali6ed mailas. 

(9) Please provide the systm-widc productivities for the individual equipment typu 
specified in yourresponse to rubparc (0. 

RESPONSE: 

(a) Presort burrouJMLOCRqunlificd mailers cumntly use what they refer to M m o t e  video 

encoding (IRVE") rrtba thm RBCS technology. RVE systems capture, elcctmniwlly, a 

photograph-like image of mail p i c a  that the MLocRs on which they arc installed do not read 

md codc. Those images arc cent over telephone ha to one of two video mcoding Knrice 

vendors. Unless the wtoma requcsU othnarir, the RVE vmdor will 6rst proceu the images 

rent to it using RCR technology. If their RCR techaology is not able to m d  ule ddrcss, the 

. .- 
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TEE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 
CLIlTON 

RESPONSE TO USPS/ABA&NAPM-T1-15 (C~~ttnPed) 

image is viewed m d  read manually at the vendor's site. The vendor rcnds back those h e s  it is 

able to read md eode. 

(b) Since not all p m f l  bureausMLOCRqualifid mailers KG m e m h  of the NAPM or the 

AB& the NAPM does not have this infomation, and I am told by ABA tha! it doa not have 

such information either. 

(c) Since not dI presort b-qualified mailers arc members of the NAPM or the 

A B 4  the NAPM doer not have this intonnation, m d  I m! told by ABA that it doer not have 

such information either. 

(d) Since not all pnsort bunouJMtOCRquaIified mailers ue members of the NAPM or the 

AB& the NAPM does not have this infomation, a d  I am told by ABA that it doer not have 

such information either. Howcver, most, but not all, pnsort bwcaWML0CRqualifie.d mailers 

that use RVE use RCR 

(e) Since not dI presort bunourlMLOCRqualified d e r s  arc membtrs of theNAPM or the 

AB& the NAPM doer not have this i n f o d o n ,  and I am told by ABA that it docs not have 

such information either. 

(0 Since not all prcsori b-qualified rmilar 8rc memben of the NAPM or the 

AB& wc do not lmow the --wide hUOCR, MLOCR-ISS, BCS (bath MPBCS md DBCS), 

BCS-OSS (both MPBCS md DBCS). RCq M d  LMLM quipmat qWtitie8 for praa 

bunolulMLOCRquolificd d a r .  Howeva, the USPS hu lirtr of rll CASSlMASS Catifid 

MLocRr used to process ultomrtion d l  delivcnd to the USPS. 
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W O N  

RESPONSE TO USPS/ABA&NAPM-Tl-l$ (Contlnued) 

(9) Since not all part b u r ~ ~ c d  mailen arc membm of the NAPM OX the 

AB& we do not know the ryrtcm-wide productivities of the individual CgUipment rypcr 

specified in subpart (r) of the interrogatory. Momver, NAPM doer have data on the 

productivity of the mail processing equipment rpccificd in subpprt (r) of this interrogatory 

operated by their membm, and I am told by ABA that if it does not have such information 

either. 

.- 
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-ON 

USPS/ABA&NAPM-Tl-l7 

Have you attempted to estimate the numba of collection boxes that presort 
bureaudMLOCRqudil?ed mailers would require to  commodate the "P" nte mail 
volume? If so, p l w e  provide that estimate reprntcly for the tert year and for my otha 
fiturc p a i d  If you have not attempted to develop my such eaimhte, please explain 
why not. 

RESPONSE: 

No, we have not attanpled to estimate the number of collection boxes the prerort 

bunaurJMLOCRqualified d e n  would need to aceommodate the T" nte mail volume. We 

anticipate that the program will pow over time because of i n f o d o n ,  publicity, md 

advertising by the USPS and presort bureaus/MLOCR-qualifed mailers who pprticipatc m the 

pmgram. The presort burcau!MLOCRquPlificd mailers pprticipating in the program will 

deploy as many collection boxes as they can process and economically service. We do not 

anticipate that a "full" compliment of "F"' stamp collection boxes will be deployed rt the day the 

proposed T" stamp rate is impluncnted I note, however, that the decision m a h g  p e s  

would be decentralized md 

not be a topdown decision making process 

a! the level of individual firms in @fie muketr. It would 
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CLLFTON 

USPS/ABA&NAPM-Tl-lS 

PI- I# the rrspOnSe to ABABi"SPS-T24-9 (e. 21/8365-36 [sic]). In tha! 
mtaroplto!y. the A B M A P M  expressed c o r n  that the Postal Senice could not 
hrndle the additional dl volume wen ~rtaVprebucoded nuil whkb might migrate 
back to the Postal Savice. In its rrrpow, the Postal Senice dieclvwd the Bwcodc 
Automation Model (SAM) that bu ban wed to detanunc * the equipment quirement by 
mlily. 

(a) Have you conducted m y  dpic to determine the additional equipment tb.1 prrsort 
burrPurlMLOCRqualified d m  would require to process "P" rate dl, apaia l ly  
during the volume mge tha! occurs during the holiday mailing s e w n ?  If so, p l u ~  
provide the results of any such mplpis, 8s well as m y  underlying data md 
documentation. If you have not attempted my N C ~  analysis, please explain why not. 

(b) Have you conducted an d p i r  of the additional ficility space tha! would be required 
by prcsorl b m p u r / M L o c R q d i e d  mPilm to how the additional bquipment 
neccuary to procerr "P" rate mail? If so, please provide the d t s  of any Nch rmlysis, 
as well as my underlying data and documentation. If you have not attempted MY ruch 
analysis, please explain why not. 

(e) Have you conducted an Malysis of the additional workhorn [sic] that pwxt 
buMur/MLOCR-qualified d e n  would require to process "P" rate mail? Ifso, please 
provide the results of m y  such analysis, as well as MY underlying data md 
documentOtioa If you have not attempted my such dys is ,  please explain why not 

RESPONSE 

(a) No. Most prcsofl buruus have significant work pulu at the end of calcndu qurrtcls md the 

end of tbe year. Since the holiday mriling K w n  immediately precedes the urd volume surge 

that OCCM uch Janumy following tbe cnd of the year, mod buruus have d d m b l e  Uprcity 

in place to hmdle additional d volume during the pm-Chhtmas mpiling muge. No rnrlyri: 

was utanpted bcuuse there was hufllcicnt time, mmcs. d data for ruch .rulydr. We 

expect tht t i i s  roIt of srdych would OCCUT at the level of the individurl fimu mbd the rmrketl 

they m e  ow a "P" Stampntc existed or is camctcly atpceted to dcist. wh.teveraulysis 
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is performed, it will not be I topdown. industry-wide dw as the question ccuns to assume. 

@) No. T h a  was hff ic ient  time. resources, and data Tor Nch aualysis. Monover, I believe 

that there is cwmtly Nfficient excess equipment capacity in the inductry bsuure of the need to 

meet end of quarter and end of year mail volume surges that additional faciity space would not 

be needed. Ifadditional space were needed the 6ms n d h g  it could and would mt or build 

such additional space. 

(c) No. There was insufficient time, resources, and data for such an uulydr. Momver, while 

the current tight labor market malres Ihis more of I challenge than it would be at otha timu, I 

believe that the industry can through recruitment and overtime pay, lccw the addib'onal hours 

necessary to handle the pre-christmas mail surge that would be diverted to it as a result of the 

availability of "P" stamp rate mail. Again, it is worth noting that the decision mPldng proceso 

would be decentralized and occur at the level of individual firms in specific markets. It would 

not be a topdown decision making process. 
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USPSIABAdr NAPM-TI-20 

h e  that the Coautesy Reply Mail (CRM) for a kal utility mignta to "P" ntc mail. 
Assume that CRM crnrently cntm the POW Service facility as collection mail, ir 
Uncekd on UI AFCS rad sorted to the p r e b d e d  bins, md h muted to an outgoing 
primary BCS operation where it i8 hl ized to a SBdigit unique ZIP Cod@). AsMne 
for purposes of amwering t h i ~  question that p m r t  bureawMLOCRqudi6ed mailen 
would have to cancel "P" ntc mail. 

(1) Please confirm that ifthit m i l  wcrc to migrate to presort burea-qualiicd 
mailers md be pnrorced to the rutomation basic level, it would likely: (i) enter the 
presort burcawMLOCRquali6cd mailers as collection mail; (i) be wcelcd on tn~ 
AFCS and sorted to the prebnrcodcd bins; (iii) be presorted to the autodon basic 
level on a presort buruuML0CRqualificd mailm mailer BCS; (iv) be entered at 
the BMEU at a local Portal Service ficiliv, and (v) be muted to m outgoing Primpy 
BCS operation where it would be finrliztd to r SBdigit unique Zip codc(r). Ityou 
cpnnot confirm, plcsse explain fully why not 

(b) Please explain how the process described above in rubpart (a) would be more 
efficient than the proccsc cumntly in place (as d e m i  above in the preamble) for 
these mail piccu. 

(c) Please confirm that ifthe mail described above in the preamble were to mi- to 
p m r t  burrouc/MLOCR-quPiBed mailers and be presorted to 3-digits. it would 
likely: (i) enter the presort bunauJMLOCRqualified mailers u collection mil;  (ii) 
be ~ a r r c ~ l c d  011 m AFCS md 
digits on a presort buruuLIMLOCRqudified mailar rnaila BCS; (iv) be altered at 
the BMEU i t  a local Postal Service frciliv, and (v) be muted to m incoming PMlary 
BCS openh'oa whae the mail would be tio.lized to a SB-digit unique ZIP code(l). 
If you cannot confins p l w e  explain fully why not. 

to the p n b d e d  b h ,  (i) be p r r r ~ d  to 3- 

(d) Please c x p b  how the process d c u r i i  above in rubpuc (c) would be morc 
eficieot tbaa the proceu c m U y  in p k  (as d d b c d  above in the preamble) for 
thcle mail pi-. 

(e) P l w e  confina that if the xwil hi rbovc in the prumble w a e  to mipate to 
prrsort bunurelMtOCRqualified mailers md be pnrorrsd to Sdigits, it would 
likely (i) mtn the pnrort bumuMLOXqual i f ied  mrilar u 00lldon mril; Cui 
be uaccled on m AFCS and mted to the prebucoded bbq (ii)bcprcwrledto 5B 
unique PP WC(r) rad (iv) be entwcd rt the BMEU rt a local Postal Scrvice fwility. 
u y o u u n n o t c o s l f i r m . p l ~ ~ ~ f u l l y w h y ~  
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RESPONSE OF TEE NAPM WITNESS hUCBARC TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WIRiESS 

CLIPTON 

USPSIABAdrNAPM-TI-20 (Co~tln~ed) 

(0 Please orplain how this procear would be more efficient thm the process cunently in 
plrcc (as dccmbcd above in tfie preamble) for thue mail pieces. 

(8) Auume'md outgoing or incoming PriMly soti plm contains multiple fourdigit add- 
on separation, for the utilivr S-digit unique ZlP Code. Pleue explainhow it would 
be mon efficient for 8 pncorl burudhUZRquali6cd mailer to pnrort thb mail 
to S-digits whm the P o d  Sewice wold have to nprocesr this mail rt lust one time 
in order to obtain the appmpriatc 9-digit repSntim. 

RESPONSE: 

This is a confusing question, which dcals with a very d portion of the FirrtClpu the mail 

stream, CRM mail. Moreover, the relevance of these qucrtion, is not c f w .  There is no 

requirement that prefort bureaudMLOCRqualified mailem anploy proceucs that arc, or "would 

be." more efficient than the procctr nmcntly used by the USPS (the "process cunu~Uy in we"). 

How presort bm-qdified mailers eccomplish the work is their business. In 

addition, different prtcorc b-qdificd mdlas will sometima proca d l  

differently. The only question is u11 they do the work for lecs than it would cost the USPS to do 

it. 

(a) We confirm that CRM d using a "P" stamp would mter presort buruurlMLOCR-qurlificd 

mailas [ryltem] u oollcaian nuiL In dl prolubiity, it would k uncelled on m MLOCR, not 

an AFCS. Loal CRMrmil would probablyk sorted to thebin forthe Sdigit  ZIP Code mthe 

CRM .ddrrrr not to ~pnbnrcoacd bnt." Thus, whcnpmceucd 011 PI~ILOCR I d  utility 

CRM pOStCd t h g  8 T Stmnp would k 80rtOd klow, or. pahpr. bCyOnd, tbc Urtomrtr .on 

basic leveL This could be doneon a+ bumuu'MLOCRqurlified m i l d 8  BCS 

p m r f  bumus'MLOCRqudi6ed d d r  hfLOCRs. Steps (i) and (iii) nrob mail would 

L 
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RESPONSE OF THE NAPM WITNESS MACHARC TO THE IhTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CL.PTON 

RESPONSE M USPSIABAdrNAPM-T1-'20 (Conthud) 

be combined md, aorrmlly, such mail would be r o d  to m e  level tb.1 cxm the 

rcqUiranent6 for rutotmtion W c  ram. The mril would eater the USPS U BMEU, 

which would normpUy be PBSC not B 'loul" Mty. The CRM would not be muted to au 

outgoing primary BCS opedon cinw the ovariding ununption is that tbb is loul 

CRM-i.e., a d  tb.1 will be ptocerted md delivered in the service pu of the Mility what it is 

entad  and local CRM mail would dmort always be roctcd to the 54git  level. 

Moreover, even non-local "P" cbmped CRM mail p r o c a d  by pmori buruusMLOCR- 

qualified d l a r  will llrrndy be tmyecd, sleeved, md bmed, md, bur, dmply macdockd to 

oufgoing transpom'on without any additional a t i o n  u the c&y facility 

(b) The procerr described &ove would cccm to hrve d lust two fewer rtcpt than the p- 

described in the referenced prumblc. 

(c) (i)c4ofirmed 

(ii) This mail would be unstllcd on m MLoCR, not au AFCS .od sorted to the bin for the 

Sdigit ZIP Code in the CRM midress not to 'the prcbpeoded b h . "  

(iii) This step would be lldppcd m W y ,  the d l  would dmdy be roned to 8nd p W  in 

amy for the pmpcr5digit ZIP Code to which it was addracd 

(iv) 5bir mril would be CntaOdU 1 BMNwhichwodd inmosl uscl be PBDC 

(v) Thil rtcp wouldbe rtcipped dnsctbb 14 ir loul md rlrrrdy d to the prop~r S- 

digit ZIP Codemdwithmdmndigit POSTNETbawde. Thenact step wouldbe 

requmCing on B DBCS. 
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RESPONSE OF THE NAPM WITNESS MACHARG TO THE INTERROGATORIES OF 
THE UNITEDSTATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CLIFTON 

RESPONSE TO USpS/ABAdrNAPM-Tl-20 (Contln~ed) 

(d) The proce~ -bed rbove ICCAIU to have fma steps than the one dcsnr'bed in the 

referenced preamble. 

(e) (i) Confirmed 

(ii) This mail would be cmccllcd 011 an MLOCR. not an AFCS md sofied to the bin forthe 

S-digit ZIP Code in the CRM address not to "the prcbarwded bins." 

(iii) Thk step would be dripped entirCly, as the mail would M y  be sorted to md p l d  

in a my for the proper S-digit ZIP Code to which it is Idmerrcd. 

(iv) This mail will be enteral i t  a BMEU. Howeva. in most UIU that will be at a PBSC. 

(0 This process has fcwa steps than the procur d d b d  in the referaxed preamble. 

(g) butesy Reply Mail to a local utility would not be subject to an outgoing or incoming 

primpry wrtation If i local utility had i unique S-digit ZIP Code all the mail to the utility would 

n o d l y  be captund in the firct or, ifnecessary in wme very ~d SihutiOrJ, a caoud pur on 

i prerort bureau'&UICRqualified mailefs MLOCR or BCS. It would not be nsesrvy to 

reprocess mail with a unique S-digit ZIP Code to obtain the appropriate 9-digit rCpmrtion. 
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RESPONSE OF THE NAPM WITIC'ESS MACHARG TO THE INTERROGATORIES OF . 
TKE UNTTED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

-ON 

USPSIABAdrNAPM-TI-23 

Pluse refer to page 38 of your testimony. At lines 17-19, you indicate that "P" rate mril "would 
be entered into the rystem in bulk, at a bate minimum p n b d e d  with 8 bnric prrsorrption but 

Please estimate the pascnt.gc of "P" rate mril that would be m C d  to 

in all Iiielihood presorted to 3 digits or 5 digits." 

(a) thc bade lml; 
(b) the 3digit level; or 
(c) the Sdigit level 

in the test ycsr md for any other fume paid For each crtegory, indicate tbe pportbn of 
mail pieces in envelopes 0 addressed by hand; (ii) addressed by typewritCr orpernorul 
computer; or (3) consisting [sic] of Courtesy Reply Mail. Please proGde and arpllin the basis 
for my utinutcs 

RESPONSE: 

I esrimW that "P rate mail wouldbe similar to the mail already procerred bypreoor( 

burrruslMLoCR-qualifid mulm . Thus, I estimate that appm%im8teIy 6% would be rotted to 

the basic lutamotion level (all AADCs with 150 or more pieces would be broken out and wycd). 

About Mrds of the mail would be rorted to the 3digit level and that h u t  l/S* would be lolttd 

to the 5-digit level. Ifthe "P" rate is rv.il.ble for CRM it seems likely that the c o d o n  rates 

could improve md tb.1 rome "P" ntc m d  might well be oortai to d a  route. Ifthe &I 

posted in "P" Stamp boxes by mailers taking advantage of the "P" nte ir morc "local" than other 

mail, the rvmge depth of sort may hawse. 
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RESPONSE OF THE NAPM WITNESS MACIURG TO THE INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE REDIRECTED FROM WITNESS 

CLIFMN 

RESPONSE TO USPS/ABA&NAPM-Tl-23 (Conthud) 

typcwrita 01 persod computer 01 consists of 

on the whole, had the opportunity to post lettnr at leu thm the fullnte, mdpraozt 

bmePuslMLoCRquali6ed mpilar have not bccn able to procecc th.1 mil ,  it ~ e a u  Uely that 

thepmpol t iwofhrndlddrrsredmai lprocesredby~bunr~qPl i f i edmPi lor  

wodd increase rigni6candy over the current level. ThiE could hawe Ciguifidy the cost of 

procesJing this mil which m y  quire  on average mom RVE procuCing than the mail currently 

being proccsscd by pnrort b-qudified mailas. 

&ply W. Since individwlr have not, 



1 2 1 8 0  

CHAIRMAN GLEIMAN: I believe that if the copies 

are not out there, they may have been sent up to the front 

of the room earlier in the day, Mr. Hart. 

MR. HART: Do you think you have them then? 

CHAIRMAN GLEIMAN: I have them, and I have 

provided them to the Court Reporter. 

MR. HART: Thank you. 

CHAIRMAN GLEIMAN: Thank you. Is there any 

Additional Designated Written Cross Examination for this 

witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross examination. One party has requested oral cross 

examination, the Postal Service. 

Is there any other party that wishes to cross 

examine this witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, Mr. Tidwell, you may 

begin when you're ready. 

MR. TIDWELL: Good morning, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. TIDWELL: 

Q Good morning, Mr. MacHarg, I'm Michael Tidwell on 

behalf of the Postal Service. 

I'd like to begin by directing your attention to 
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your response to Postal Service Interrogatory Number 10, 

that was redirected to you by Dr. Clifton. That would be 

ABA/NAPM-TI-I~. 

Do you have that? 

A I have that. 

Q At the top of page 2 of your response - -  well, 

page 1 actually lists a number of activities that you say 

that the workshare mailers engage in. 

And at the top of page 2, you indicate that these 

activities - -  or you testify that these activities avoid 

costs for the Postal Service because it doesn't have to 

perform these tasks. 

And some of the tasks include checking for meter 

imprints, identifying short-paid mail, checking for 

automation compatibility. 

I'm just curious. Is it your testimony that the 

Postal Service should rely entirely on third parties to 

perform the bulk mail acceptance function? 

A I think that would be nice. If you want to give 

us all of the mail, we'll take it. 

Q Is it your position that that is something that we 

should transition to? 

A Again, I think that would be interesting to have 

all the mail come through the multi-line presort bureaus. 

Q And to rely on the presort bureaus to perform all 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 
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of the acceptance activities so that the Postal Service 

doesn't have to double-check their acceptance activity, once 

the mail is presented to the Postal Service? 

A I agree. 

Q And I assume that it would be your testimony that 

the Postal Service could safely rely on these third parties 

without even spot-checking or double-checking their work? 

A No. I mean, we have currently procedures that do 

spot-check, and check, and recheck to make sure that the 

quality of our work has been performed. 

Q Would you happen to have an opinion regarding how 

the Postal Inspection Service or the Postal Service's Office 

of Inspector General would view complete reliance by the 

Postal Service on the work performed by worksharing mailers 

in the acceptance function? 

A I believe that the current process that's in place 

safeguards the integrity of the mail. As far as giving all 

of the mail to us I have no idea what the Inspection Service 

would say. 

Q While I've got your attention on your response to 

this interrogatory, I'd like you to take a look at a line. 

I guess it's the last line before the final paragraph of the 

answer on page 2. 

There is a sentence that read: The amount of 

presorted mail not sorted to at least the AADC level is 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 
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usually less than one percent. 

Can you tell me what the figure is based on; what 

that estimate is based on? 

A Would you repeat the question, please? 

Q Okay, I'm looking at the same interrogatory 

response, the USPS/ABA and NAPM-T1-10. And I'm looking at 

page 2 of the response. 

And you've got a paragraph that begins: Unlike 

the mythical BMM, and that paragraph ends with a sentence 

which includes an estimate of the amount of presorted mail 

that's not sorted to at least the AADC level. 

Do you have that? 

A I've got that. 

Q Okay, I was just curious as to what this less than 

one percent volume estimate, what it's based on. 

A My company's own recognition, discussions with my 

colleagues. Virtually all mail that enters ends up going 

into an AADC, rather than a mixed AADC. 

It's a volume-driven calculation. The higher the 

volume you get, the smaller the mix gets. There is a direct 

relationship between the two. 

Q And this is an estimate based on just 

conversations you've had with others? 

A And in my own shop. 

Q And in your own shop, but you didn't go out and 

ANN RILEY & ASSOCIATES, LTD. 
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gather data? 

A No, I did not. 

Q Okay. I'd like to turn your attention to your 

response to another interrogatory that was redirected to 

YOU. It's USPS/ABA/NAPM-T1-15. 

A Yes. 

Q And in particular your response to subpart (g), 

which is I guess the last page of your response. 

In fact it is the last sentence. I wanted to make 

sure that I understood the sentence correctly since it 

begins, "Moreover, NAPM does have data" - -  did you intend to 

say does not have data? 

A Correct, does not. 

Q Okay. Okay, that's what I was - -  

A We left the word out. I apologize. 

Q That's how I read it. I just wanted to make sure. 

I would like to direct your attention to another 

redirected interrogatory response. This time it is USPS/ABA 

and NAPM-T1-13. 

Here you get into a discussion of the P rate that 

Dr. Clifton will - -  is supposed to testify a little bit 

later about, and in your response you state that presort 

bureaus and OCR qualified mailers do not currently operate 

cancellation equipment, but you indicate that OCRs can be 

modified to cancel P rate mail. 
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Then you go on to mention an additional inkjet 

printer that can be used to cancel P rate mail as it is 

being processed on an OCR, and you indicate that some OCRs 

already have this additional printer. 

Are you referring to a particular OCR model with 

the additional printer built in? 

A To my knowledge all of the multiline manufacturers 

are capable of adding a second inkjet which is used to 

either spray dates, messages, endorsements and I don't have 

any idea how many are out there, but I know in my house it 

is better than 50 percent of the OCRs have the capability of 

spraying the second endorsement line. 

Q So they have had the second printer retrofitted - -  

A Correct. 

Q - -  or installed? 

A Right - -  identical to what is on the Postal 

Service's multilines. 

Q I am a little unfamiliar with this technology so I 

will have to ask you a couple of questions to help me. You 

can lead me by the hand and help me understand it a little 

bit. 

Would you agree or subject to check that the 

standard size for a First Class mail letter piece - -  strike 

that. 

Would you agree that standard size First Class 

ANN RILEY & ASSOCIATES, LTD. 
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mail letters are not of uniform height, that there's some 

range in the height of First Class mail pieces? 

A Of course. Yes. 

Q And would you accept subject to check that the 

minimum height for a standard letter is three and a half 

inches and that the maximum height for a standard letter is 

six and an eighth inches? 

A Correct. 

Q How does the OCR adjust for the variety and the 

heights of the mail pieces for cancellation purposes? 

A For a purpose of cancellation we would adjust the 

inkjet sprayer to match the mail, which would mean we would 

have to do some preliminary work to establish the height of 

the individual batch runs. 

Q Okay, so you couldn't, for instance like an AFCS, 

you couldn't just run whatever mail you got regardless of 

the size? You would have to sort of do some culling to 

separate the mail pieces by height? 

A Correct. 

Q I'd like to turn your attention then to your 

response to another redirected interrogatory, this time 

Number 17. It would be USPS/ABA and NAPM-T1-17. 

Do you have that? 

A Yes. 

Q There you get into a discussion of P rate 
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collection boxes and you indicate that presort bureaus and 

OCR qualified mailers participating in the P stamp program 

will deploy as many collection boxes as they can process and 

economically service. 

You admit that a full complement of P stamp boxes 

won't be deployed on a day that the P stamp is implemented. 

Well, I want you to assume that the Commission 

recommends the P stamp proposal and that the Governors 

approve it and that the Board of Governors establishes a 

January, 2001 implementation date. 

Do you have any notion of what percentage of a 

full complement of P stamp boxes would be out on the street 

or out in the market for people to utilize? 

A Day one of a P stamp will be the day that we 

really start educating the smaller mailers how to do it, how 

to prepare it, how to establish it, who can use, where they 

can buy the stamps, so to say that I have any idea how many 

P stamp boxes would start out I don't know. 

I do know that our legions of salespeople would 

immediately descend on office buildings and places like that 

to try to establish with building management companies to 

allow the P stamp boxes to go in, but how many I couldn't 

tell you. 

Q Could you tell me how many would be up by let's 

say the end of the fiscal year, Fiscal 2 0 0 1 ?  
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A No. It would be pure speculation on my part. 

Q You just mentioned that I guess your legions of 

salespeople would go out to office buildings as a prime 

location to try to establish boxes. 

I take it you have had a chance to take a look at 

the testimony of Dr. Clifton that we will be hearing some 

more about later on today? 

A Minimally. 

Q And he lists a number of sites where he thinks the 

P stamp boxes might go up - -  churches, gasoline stations, 

grocery stores, banks, and you have just mentioned office 

buildings. 

Is it your testimony that office buildings would 

be your prime locations where you would go to first? 

A Office buildings in my opinion would give you the 

largest opportunity on first flush. 

Q Okay. 

A But Dr. Clifton's notion of using religious 

organizations is another very viable target for the product, 

because you could limit the pickups to only on Mondays. 

After religious services on either Saturday or 

Sunday, you could pick the mail up only on a Monday, which 

would make it a very economical thing for us. 

Q I would like to go back response to ABA/NAPM-T1-10 

for a second here. Throughout your testimony, you used the 
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term "work shared mail" and I just wanted to make sure we 

are clear, by work shared mail, you mean First Class 

presented in bulk which qualifies for one of the presorter 

bar code discounts? 

A Correct. 

Q Okay. Is work shared mail the only First Class on 

which mailers routinely perform a tap test? 

A To my knowledge, yes. 

Q Do you mean household mailers don't routinely make 

sure that when they are putting an insert in a window 

envelope for reply mail that the address shows through the 

window, or that it is oriented so that it doesn't slide 

around? 

A I am sure that on initial entry, the insert into 

the envelope, that the mailer does try to put the address 

in. But after - -  once he or she has done that, they don't 

look  at that again. If it slides around inside the insert, 

they have no idea that it will happen. Once it has been 

inserted the first time. 

Q That is just an assumption on your part? 

A Correct. 

Q And are you just assuming then that these mailers 

also don't go to any trouble to make sure that envelope glue 

doesn't cause the letters to stick together, that it is only 

work shared mailers who perform that sort of activity? 
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A I can't imagine that a household mailer would ever 

get two envelopes to stick together unless he put the two 

flaps together. We are not talking about production mail. 

When we talk about stuck mail, we are talking about 

something that is mass produced. 

Q And so by stuck mail, you are only describing 

circumstances where the flaps get stuck together? 

A The only way I could imagine an individual using a 

P stamp could stick two envelopes together is to just 

literally make the mistake of using the flap from envelope A 

and putting it on - -  closing it over the back of envelope B. 

Whereas, when we refer to stuck mail in the testimony, we 

are talking about production mail that has over-watered or 

over-glued the mail pieces where they are individually 

sealed but the tops or middles are all stuck together 

because of excessive glue. 

Q And there is no possibility of that ever happening 

with a householder mailer preparing their monthly bills and 

I guess over-licking the envelopes and stacking them and 

leaving them on the counter and one of them is a little 

sticky and it adheres to the one under it? 

A I believe it is possible to happen, but it is just 

not real likely. 

Q And is it not real likely because those mailers 

take the trouble to ensure that it doesn't happen? 
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A I think they are just, you know, they are just 

paying - -  

Q Or is it just luck? 

A I think it is just part of the act of mailing a 

single piece of mail. 

Q Well, I am talking about household that has got a 

stack, it has got five or six, eight letters it has got to 

crank out. 

A I think if any of them get stuck to each other, it 

is just pure luck. 

Q Is work shared mail the only First Class mail with 

bar code clear zones? 

A Work shared mail, be it automation or presort, 

upgradable mail are the only ones that are required to have 

a clear zone. 

Q But they are not the only pieces that do have 

clear zones? 

A Correct. 

Q Or Facing Identification Marks are applied to 

Courtesy Reply and Business Reply Mail, not so much work 

shared mail. 

And are you aware of the new PC postage products 

that have come on board? 

A Correct. 

Q Is it your understanding that the producers of 
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those pieces can apply a Facing Identification Mark? 

A Correct. 

Q Take a look at page 4 of your testimony. 

Particularly focus on a sentence that begins on line 2. The 

sentence reads, "Instead, the USPS asks this Commission to 

indulge in the fantasy that all of the vast majority of the 

mail is and would be fully automatable without any 

incentive." Is there some Postal Service testimony in this 

record that makes that statement? 

A Instead of benchmarking against single piece, you 

have created this Bulk Business Mail. Okay. And you are 

saying that Bulk Business Mail would be presented to the 

Postal Service uncorrupt and pristine, without a discount. 

And we say, no way. 

Q Let's take a look at page 5 of your testimony. I 

would like to focus on - -  it is the paragraph in the middle 

of the page, it runs, I guess, between lines 11 and 18. And 

there you get into a discussion of Bulk Metered Mail mailers 

and their use of trays supplied by the Postal Service. I am 

just curious, when was the last time you observed trays of 

non-work shared mail being taken to Post Office window? 

A Too long to remember. I haven't been in a retail 

Post Office in years. 

Q When was the last time you observed trays of 

non-work shared mail being dropped off at a Post Office 
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loading dock? 

A It has been years, again, Mike. 

Q When was the last time you observed trays of 

non-work shared mail being left in an office mail room for 

pickup by the Postal Service? 

A Occasionally, when you go into - -  if the mail 

pickup point for the Postal Service is in clear site, you 

see it in most office buildings. If not, you don't see it. 

Q Would you expect that this sort of activity, 

although you haven't seen it in a long time, would you 

expect that this is an every day occurrence in the Postal 

system, that there is trays of non-work shared mail being 

taken to Post Office windows or loading docks? 

A I would assume that it has to happen, correct. 

Q When was the last time you observed one of these 

non-work share mailers obtaining empty Postal mail trays at 

a Post Office window or a loading dock when they deposited 

their mail? 

A Again, it has been years since I have been 

physically on a dock myself. 

MR. TIDWELL: Mr. Chairman, that is all we have. 

CHAIRMAN GLEIMAN: Is there any follow-up? 

Questions from the bench? Commissioner LeBlanc. 

COMMISSIONER LeBLANC: Mr. MacHarg, just clarify 

for me and the record, if you will, has the presorting 
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industry done any survey or study, if you will, that would 

indicate after what you do as an industry, what is left over 

residual that is not either bar coded in any capacity, 

trayed, that is presented to the Postal Service? 

THE WITNESS: If I understand the question 

correctly, you are talking about the presentation of 3 - 5  

presort? 

COMMISSIONER LeBLANC: Exactly. 

THE WITNESS: Okay. We, as an industry, I don't 

know of any study that shows exactly how much that is, but I 

can tell you that the economics of it say that we do 

everything physical possible in the window of opportunity 

that we have got, because of the dating issue on the mail, 

to get it bar coded and presented in automation. And most 

houses today, the small percentage of mail that is not bar 

coded is sent into the Postal Service single piece because 

labor just doesn't allow you to sort it under the 3-5 

format. 

COMMISSIONER LeBLANC: Well, that would bring up 

the next part of my question then. So if it is not done, 

then it is single piece? 

THE WITNESS: Correct. 

COMMISSIONER LeBLANC: Okay. And which drives the 

second question on the P rate, of course, I guess you 

haven't done any studies there either, as far as the amount 
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that you figure would come, as an example, from an office 

building. You have got a lot of different entities, and 

when you, as I understand the industry, when you pull it 

together and tray it, it is done according to zip code or 

however you do it in your particular industry there - -  I 

mean in your particular shop versus somebody else's. 

THE WITNESS: No, we all have to do it the same 

way. 

COMMISSIONER LeBLANC: YOU all have to do it 

exactly. So you haven't done any study on the residual left 

over from that as well? 

THE WITNESS: No, we have not. 

COMMISSIONER LeBLANC: And then the last question, 

you and Mr. Clifton talk about extending the heavy piece 

discount and so forth. Has there been any, again, an 

opinion survey, study or so forth, as to how this would be 

paid for from the presorting side if we were to accept that 

kind of proposal? 

THE WITNESS: We are talking about extending the 

heavy discount on one ounce category of mail, just the point 

- -  I mean 1 plus ounce to up to 2 ounce. 

COMMISSIONER LeBLANC: I misread it then. So you 

are just going from 1 to 2 then? 

THE WITNESS: Yeah, we are only talking about the 

1. We have an anomaly in there that makes it difficult to 
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do the rate-making for the customer. You have a discount on 

heavy - -  on flats when you presort them, that you reduce the 

surcharge from 11 to 5. 

COMMISSIONER LeBLANC: TO 5. 

THE WITNESS: Which is 6 cents. And then when you 

go to presorting a 2 ounce flat, it just stays at the 

proposed, what, 4-l/2 and 6-1/2 cents, and then when you go 

to 3 to 13, you pick up the heavy discount of 4.6. So you 

have got than anomaly on just the 2 ounce piece. 

COMMISSIONER LeBLANC: Okay. 

THE WITNESS: Which eliminates the incentive of 

the mailer to do 2 ounce pieces, because when you put, you 

know, you put a handling fee by the sorter of the mail, any 

discount that he may have had is gone. 

COMMISSIONER LeBLANC: That was the clarification 

I needed. Thank you very much. 

Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: Commissioner Omas. 

COMMISSIONER OMAS: Mr. MacHarg, do you have any 

idea as to what kind of volumes we are talking about if the 

P stamp were to be implemented? 

THE WITNESS: The volume in a P stamp environment, 

with incorrect marketing efforts on our part, could be zero. 

With correct marketing efforts on our part, it could be 

rather large. 
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COMMISSIONER OMAS: The whole P stamp issue is 

sort of a very large and complex undertaking. Do you feel 

that the presort mailers are prepared to undertake such a 

project, and what sort of obstacles do you see in 

implementing it? And also, have you given thoughts to how 

the presort mailers would coordinate pickup? 

THE WITNESS: I do believe that in a competitive 

environment in a major city - -  Chicago - -  where there are 

multiple presort bureaus that you would have individual 

marketing efforts. You would have collection boxes that 

identified the presort bureau clearly and I think the 

problem would be the retailing of the stamp. I mean that 

would become an obstacle. 

COMMISSIONER OMAS: So you feel there would be a 

total cooperative effort as far as presort mailers is 

concerned in this effort? 

THE WITNESS: I do believe, without going to a 

degree of collusion in the big cities, you would have a 

concerted effort to bring the P stamp out, yes. 

COMMISSIONER OMAS: Thank you. 

CHAIRMAN GLEIMAN: Any other questions from the 

bench? Commissioner Covington? 

COMMISSIONER COVINGTON: Thank you, Mr. Chairman. 

Good morning, Mr. MacHarg. I had a couple 

questions I wanted to seek some clarification on and it 

.- 
ANN RILEY & ASSOCIATES, LTD. 

Court Reporters 
1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  

Washington, D.C. 20036  
( 2 0 2 )  8 4 2 - 0 0 3 4  



1 2 1 9 8  

1 probably should be familiar to you because it goes back to 

2 some of the testimony that was rendered here during R97-1. 

3 The first thing I wanted to touch on was in your 

4 industry I think you alluded to the fact that you have got 

5 probably about 20,000 mailers that depend on the services 

6 that you all provide. Is that correct? 

7 THE WITNESS: That is approximately correct. 

8 COMMISSIONER COVINGTON: And of that, Mr. MacHarg, 

9 what percentage is periodicals of items that you mail and 

10 what percentage would be Standard A or advertising? 

11 THE WITNESS: The overwhelming majority of mail 

1 2  handled by presort bureaus is First Class mail. 

1 3  Historically I would say that the total volume 

14 presented by presort bureaus that includes Standard A is 

15 probably less than 5 percent and to my knowledge I don't 

- 

16 know any of us that handle periodicals. 

17 COMMISSIONER COVINGTON: Okay, so in other words 

18 periodicals is not off in the mix as far as presort mail is 

19 concerned? 

20  THE WITNESS: Currently it is not. 

21 COMMISSIONER COVINGTON: Okay, and then in your 

22 testimony, Mr. MacHarg, you alluded to the fact of, you 

2 3  know, the, savings that you all helped USPS realize as far as 

24 dealing with undeliverable as addressed pieces. 

25 Do you have any idea numberwise what that amount 
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would be or has anyone in your industry looked at that? 

THE WITNESS: We have looked at the issue of Fast 

Forward, which we were required or were given the option to 

perform July of ' 9 6  originally, extended to probably July of 

'97 and it has been in place ever since then. 

We have heard numbers floated around and rumored 

from the Postal Service that the savings because of the 

effort of move update requirements has avoided a billion 

plus dollars in costs to the Postal Service, but they can't 

calculate it because it is an avoided cost. 

If they still had the mail pieces, they would have 

the cost, but since they don't have the mail pieces any 

longer they don't have the cost and therefore can't include 

it anywhere. 

COMMISSIONER COVINGTON: Another question, Mr. 

MacHarg. In your testimony you touched on what might be the 

United States Postal Service's less than full embracing of 

what you all do through your work sharing activities. 

Has anyone in your industry compiled or looked up 

the amount of discounts that you receive across the board 

and balance that with what it is that you save the Postal 

Service in costs as it relates to maintenance, supplies, 

automation, compatibility? 

THE WITNESS: In my testimony we estimate the 

annual value of real estate at somewhere of $50 million in 
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capital costs that the Postal Service doesn't have based on 

a survey of our members of approximate square footage. 

We amassed the numbers from the registration list 

that stated that somewhere around 1,000 mass certified 

multiline optical character readers out there and we took a 

very, very conservative price of $250,000 apiece, which 

represents another $250 million in capital costs that the 

Postal Service has avoided, not to mention the maintenance 

on that equipment. 

COMMISSIONER COVINGTON: So in other words we are 

talking about real savings? 

THE WITNESS: Yes, we are talking about real 

money. 

COMMISSIONER COVINGTON: Real money, all right. 

Now in R97 as far as the presort bureaus were concerned, you 

all basically expressed some concerns about what you felt 

was USPS selection bias. 

Is that still prevalent now - -  you know, bundles, 

pallets versus trays and sacks - -  is that still prevalent in 

your industry now, in the Year 2000? 

THE WITNESS: Would you repeat the question, 

please? 

COMMISSIONER COVINGTON: Okay. Well, back during 

R97-1 the presort bureau or the presort industry touched on 

some issues as it related to how USPS dealt with what you 
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all I think referred to as selection bias - -  you know, your 

processing of the mail to get it to them bundles and pallets 

versus you taking it there in trays and sacks. 

I am saying right now is that still a prevalent 

issue with you all or - -  in other words, Mr. MacHarg, if you 

being a presort mailer if you had your druthers, which way 

would you prefer to take the mail, you know, to USPS? 

What is the simplest way you can do it for 

processing? 

THE WITNESS: Yes. Again it would be 

tray-based - -  tray-based. It is the most economical, or 

tub-based, without packaging required. 

In R97 I guess or effective July of ‘96 we 

eliminated the rubber bands basically on letter sized mail 

and hopefully when this hearing is over we will have 

eliminated the package based on flat sized mail which we are 

currently negotiating to eliminate. We see no reason in an 

automated environment to have packages, because I put the 

rubber bands on, they take them off. It doesn’t make any 

sense. 

COMMISSIONER COVINGTON: Once you get them there? 

THE WITNESS: Correct. 

COMMISSIONER COVINGTON: All right, one other 

question, Mr. MacHarg. Back in R97 as far as tallying, you 

know, as far as IOCS tallying was concerned, another issue 
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that was raised was that possibly the United States Postal 

Service did not have enough data collectors on site or 

available to deal with your finished products. 

Is that still a concern in this day and time? 

THE WITNESS: The mail - -  if you are talking about 

delivery data - -  

COMMISSIONER COVINGTON: Delivery data, correct. 

THE WITNESS: Delivery data today to my knowledge 

is only measured on stamped mail put in collection boxes. 

The mail that we present, to my knowledge, is not measured 

as far as deliverability. 

COMMISSIONER COVINGTON: So it is not measured for 

deliverability. Do you think it should be? 

THE WITNESS: I would think that it would be of 

interest to the mailing community to see what happens when 

presorted mail is presented versus stamped mail. 

COMMISSIONER COVINGTON: But through your work 

with MTAC, has that idea been broached? 

THE WITNESS: It's been broached more than once 

and has gone nowhere. 

COMMISSIONER COVINGTON: Okay. Thank you, Mr. 

MacHarg. That's all I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: Any other questions from the 

bench? Commissioner Goldway? 

COMMISSIONER GOLDWAY: My question relates to the 
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discount that you wanted to extend to light flats, the 2 

ounce flats. 

I was just wondering whether your sense is that as 

the mail mix changes over the next few years with the 

different kinds of communications available, is your 

interest in extending the discounts to flats in part because 

you think there are going to be more of those kinds of 

shaped kinds of letters, as opposed to the standard Number 

10 envelope? 

THE WITNESS: On flat sized mail the vast majority 

of flat sized mail is 5 ounces or less. With that little 

anomaly in that 2 ounce category it triggers a glitch trying 

to deal with a customer. 

COMMISSIONER GOLDWAY: So it is not that you think 

there will be more of that kind of mail? It is just a 

difficult pricing problem for you in dealing with customers 

now who use that? 

THE WITNESS: That is correct. I have no idea 

where the mail volume is going to go into the future, but - -  

COMMISSIONER GOLDWAY: Okay. 

THE WITNESS: - -  but that little anomaly just 

twists things, that's all. 

COMMISSIONER GOLDWAY: That's it, thank you. 

CHAIRMAN GLEIMAN: If there are no other questions 

from the bench, then the question arises as to whether there 
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is any follow-up as a consequence of questions from the 

bench. 

MR. TIDWELL: There is. 

CHAIRMAN GLEIMAN: Mr. Tidwell. 

FURTHER CROSS EXAMINATION 

BY MR. TIDWELL: 

Q Mr. McHarg, a quick followup on a couple of 

answers you gave to Commissioner Omas. 

You talked there about potential P stamp mail 

volume and you indicated that with correct marketing on your 

part the volume could be, quote, "rather large." 

What timeframe did you have in mind when you made 

that statement? 

A I would think that the effort once announced will 

start slowly and assume any success story in any city will 

spring more market monies from my colleagues and myself to 

drive it and drive it and drive it. 

If you get no success stories going, it will be a 

slower path but if you start finding a way to acquire the P 

volume we do communicate amongst ourselves through the 

association on a national basis and I would say that if any 

one of our members find easy access to P volume that 

everybody will exploit it. 

Q And at what point, assuming that a P rate was 

implemented in January of 2001, at what point would you 
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expect the volume to get rather large? 

A I would think that it would probably take about 1 2  

months. 

Q So it's your expectation that sometime in January, 

2 0 0 2  is when it would get rather large? 

A Correct. 

Q And I mean by "rather large" what are you talking 

about in terms of volume? 

Can you quantify that in any way? 

A No, I have no idea. 

Q Commissioner Omas also asked you a question about 

the pickup of P-stamp mail. Would it be the intention of 

presort bureaus to pick up P-rate mail six days a week? 

A More likely than not, yes. 

Q So, more likely than not, they're going to be 

picking it up six days - -  you think they're going to be 

picking it up six days a week? 

A Correct, especially in competitive markets. 

Q What about office buildings that might be shut 

down on Saturdays, where their P-stamp boxes would be 

erected? 

A Again, you have to have your own arrangements with 

building management for access to those buildings. 

Q And I think you indicated earlier that for 

churches, for instance, you wouldn't expect them to swing by 
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more than once a week? 

A Well, again, I can't envision a church doing a 

daily presentation of pre-stamped mail, P-stamp mail. Other 

- -  my vision of churches or any of the religious-affiliated 

organizations to have a pickup following a service, whether 

that is once a week or six times a week. 

I mean, it would depend on the organization. 

Q NOW, these P-stamp boxes, would they have - -  I 

guess they would have posted collection times and a 

collection schedule? 

A I would imagine we would have to do that, yes. 

Q Well, how many days a week does your organization 

operate ? 

A Six. 

Q Six days a week? Is that typical of presort 

bureaus ? 

A I would say that the majority of u s  work six, due 

to the fact that most of us handle so many financial 

institutions that are open on Saturdays. 

Q And would you say that there is some consistency, 

generally, in terms of the hours of the day that presort 

bureaus operate? 

They all generally operate during the same sort of 

core hours? 

A No. We operate under all different constraints 
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and rules. The Postal Service dictates deposit times. 

Q But might there be other - -  I mean, you're 

collecting mail from customers at various times of the day, 

and a particular presort bureau might find, for reasons 

having nothing whatsoever to do with the Postal Service, 

might find that it makes sense to open up at 7:OO a.m., and 

another might say, well, no, that doesn't make sense for 

them; we don't need to open up till noon. 

Based on customer relations, based on the quality 

of mail that customers produced based on volume, that 

doesn't necessarily - -  that's not an issue that would be 

controlled by the Postal Service; would it? 

A Oh, it certainly is. If you have X-volume, you 

know how many hours you need to process it; you know what 

time you must be at the Post Office, so you just do the math 

and go backwards. 

So it may mean you start at 5 : O O  in the morning, 

because you've only got till 8 : 0 0 ,  and you're mail volume is 

200-300,000 pieces a day. 

So everything is based on what time the Postal 

Service tells you that you must be on their dock. 

Q And there are other variables, such as the quality 

of mail and other logistical issues? 

A Of course. 

Q Is it your understanding that most bulk mail entry 
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units are open on Saturdays? 

A Again, that depends on the city. 

Q Well, name a city where you're aware that they are 

open on Saturdays? 

A Chicago. 

Q And you're aware that there are other cities where 

they're not? 

A Correct. 

Q Do you think that that might present a problem for 

some collectors of P-stamp mail who would have mail ready to 

go and no Post Office to take it to? 

Wouldn't they just hold it till Monday, I guess? 

A I would assume that that's what they would do. 

Q Commissioner Covington asked you some questions 

about Postal real estate cost savings that you say result 

from the existence of presort bureaus. 

And you talked to him about some cost savings 

estimates that you all had generated. 

I was just curious; what Postal Service real 

estate cost data were you comparing your numbers to? 

A We were comparing rental rates. We weren't trying 

to reach into the Postal Service and figure out what you pay 

per square foot; we were just taking average real estate 

rates. 

Q And what assumptions were you making about what 
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the Postal Service pays for real estate then? 

A We took the assumption of a $10-per square foot 

cost for real estate, and multiplied it times an assumed 

volume of square footage that our Association has. 

MR. TIDWELL: That's all I have. 

CHAIRMAN GLEIMAN: Are there any additional 

questions from the Bench? 

[No response. 1 

CHAIRMAN GLEIMAN: Mr. Hart, would you like some 

time with your witness to prepare for redirect? 

MR. HART: Two to three minutes. 

CHAIRMAN GLEIMAN: We're close to our mid-morning 

break now, so why don't we take a ten-minute break and we'll 

come back at 20 minutes to the hour. 

MR. HART: Thank you. 

[Recess. 1 

CHAIRMAN GLEIMAN: Mr. Hart, do you have any 

redirect? 

MR. HART: Yes, thank you. 

REDIRECT EXAMINATION 

BY MR. HART: 

Q Mr. MacHarg, the first question asked of you by 

USPS counsel, Mr. Tidwell, related to your response to 

redirected interrogatory USPS/ABA & NAPM-T1-10, in 

particular the second paqe, the statement where you said, 
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referring to avoided costs of inspection costs, that these 

activities avoid costs for the USPS because it does not have 

to perform these tasks. If a presort bureau delivers a very 

large delivery a very large delivery to a Postal Service of, 

say, 200,000 pieces, the Postal Service will incur some 

inspection costs, will it not, in reviewing some random 

number of pieces for compliance? 

A That is correct. 

Q If, instead of that delivery of 200,000, that mail 

were delivered by 200 mailers instead of by the presort 

bureau, which commingles the mail, but you had two separate 

- -  200 separate mailers delivering that same total of 

200,000 pieces, would the USPS incur more or less inspection 

costs? 

A Instead of one inspection, in your selection, 

there will be 200 inspections, so you have to assume that 

200 is greater than one. 

Q Also, I believe you stated that you had not been 

in a Post Office recently to review non-work-sharing mail 

being delivered in trays. Do you have any - -  of course, it 

is a very large system, and I suppose it is possible that 

non-work-sharing mail may be delivered in trays. Do you 

have any reason to believe that a substantial volume of 

non-work-sharing mail is being delivered to the USPS in 

trays? 
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A No, I just don't see it. I think that if you have 

the volume of mail that you are traying, you are more likely 

than not dealing with on of us presort bureaus. 

Q If, in fact, there is any volume of Bulk Metered 

Mail, do you believe that it is being delivered to the 

Postal Service in trays? 

A If there is truly any kind of volume of Bulk 

Metered Mail, being the size of the system, some of it must 

be delivered in trays. 

Q Do you think a substantial portion of it is being 

delivered in trays? 

A No, again, as I said earlier, I think that if you 

have enough mail to be talking about trays of business mail, 

that you are more likely than not dealing with a presort 

bureau. 

Q By the way, I believe you made one reference in 

your cross-examination to Bulk Business Mail. Did you mean 

to refer to - -  

A Bulk Metered Mail, oops. 

Q Commissioner Goldway asked you a question about 

the volume of flats and whether it would be affected, I 

believe this was their question, whether it would be 

affected by pulling back the 4.6 cent heavy weight discount 

so that it covers that second ounce flat, as has been 

proposed by ABA and NAPM. So there is no misunderstanding 
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on that, if, in fact, the Commission recommends, and the 

Governors implement the ABA and NAPM proposal to expand that 

4.6 cent heavy weight discount so that it covers the second 

ounce and not just third ounce and above, would that 

increase the volume of flats that are delivered with a bar 

code as automated flats? 

A Correct. What is happening today, as we look 

forward to the new incentives for bar coded flats, is the 

mailers are talking about giving us one ounce and then 3 to 

13, and keeping the twos. So, the twos wouldn't be included 

because there is no incentive in there, or not a sufficient 

amount of incentive. And they will cull the twos out. 

Q But would that expansion of the 4.6 cent heavy 

weight discount to cover the second ounce cause you to work 

with your customers to try to get more automated flats 

presented at the Post Office? 

A Correct. If the discount were extended to two 

ounce, two ounce rated flats would be included. In today's 

environment, as structured, the two ounce flats will not be 

included. 

Q Lastly, on the P stamp, there was some discussion 

about how often presort bureaus might pick up from P stamp 

collection boxes. Do you believe that if the P stamp 

program begins to take off, that there would - -  that 

competitive pressures between presort bureaus would lead to 
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increased frequency of pickups? 

A Without a doubt. Competition will drive it, but, 

minimally, a P box will be cleared daily, unless there is 

some other arrangement made. I mean that is if we were 

doing a church group and they only collected on Sundays and 

wanted us to pick up on Mondays. But other than that, it 

would be daily, minimally. 

MR. HART: That's all I have. Thank you. 

CHAIRMAN GLEIMAN: Is there any recross? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, Mr. MacHarg, that 

completes your testimony here today. We appreciate your 

appearance and your contributions to our record. We thank 

you and you are excused. 

THE WITNESS: Thank you. 

[Witness excused. 1 

CHAIRMAN GLEIMAN: Mr. Hall, I believe you have 

the net witness. 

MR. HALL: Thank you, Mr. Chairman. For the 

record, I am Michael Hall, representing Major Mailers 

Association. We have three witnesses today, and the first 

witness is Sharon Harrison, who I believe will be followed 

by Mury Salls, and then by Richard Bentley. 

So, at this time I would like to call Ms. Harrison 

to the stand, please. 
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Whereupon, 

SHARON HARRISON, 

a witness, having been called for examination and, having 

been first duly sworn, was examined and testified as 

follows: 

CHAIRMAN GLEIMAN: Could you make sure that your 

microphone is turned on? There is a switch right on the 

top. 

THE WITNESS: Thank you. 

CHAIRMAN GLEIMAN: Thank YOU. 

DIRECT EXAMINATION 

BY MR. HALL: 

Q Ms. Harrison, do you have before you a multi-page 

document, the cover page of which bears the label "Exhibit 

MMA-T-2" and is entitled "Testimony of Sharon Harrison on 

Behalf of Major Mailers Association," dated May 22,  2 0 0 0 ?  

A Yes, I do. 

Q Should any corrections or changes be made in that 

testimony? 

A I have none. 

Q Do you adopt that testimony as your sworn 

testimony in this proceeding? 

A Yes, I do. 

MR. HALL: Mr. Chairman, at this point I have 

already handed two copies of the testimony to the reporter, 
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and I would move that the testimony be admitted into 

evidence and copied into the record if that is our 

procedure. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 

CHAIRMAN GLEIMAN: Hearing none, I will direct 

that the copies of the testimony be received into evidence 

and transcribed into the record. 

[Direct Testimony of Sharon 

Harrison, MMA-T-2, was received 

into evidence and transcribed into 

the record. I 
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Direct Testimony of Sharon Harrison 
On Behalf of 

Maior Mailers Association 

1. QUALIFICATIONS AND EDUCATIONAL BACKGROUND 

My name is Sharon Harrison. My business address is 3900 Channel Drive, West 

Sacramento, California 95691 -3432 

I am currently employed as Technical Director, Billing Solutions Technology by 

SBC Services Inc., a wholly owned subsidiary of SBC Communications, one of the 

Nation’s largest telecommunications companies. 

I am now employed by SBC, and prior to our recent merger was employed by 

Pacific Bell, since August 1979, over 20 years. My work experience includes customer 

service, marketing, training, billing applications and mailing operations 

relationship, assessment of new postal requirements, and oversight of the 

development, processing, and implementation of billing changes to support USPS 

requirements. In addition, my responsibilities include the management of postal issues, 

and SBC’s postage budget for customer billing, which now exceeds $125 million 

annually. I have also had responsibility for Pacific Bell’s Bill Address Correction Center 

(BACC), responsible for processing all of Pacific Bell’s undeliverable-as-addressed 

(“UAA”) customer bills. SBC currently has two mailing facilities devoted to mailing 

customer bills: West Sacramento and Houston 

For the last seven years I have been responsible for Pacific BelllSBC’s postal 

In addition to my primary, day-to-day responsibilities, I currently represent SBC in 

the following mailer membership organizations: 

Major Mailer’s Association (MMA) Board of Director position 

MMA Address Management Sub-Team (Team Lead) 

Association for Mail Electronic Enhancement (AMEE) Board of Director 
position 

Postal Customer Council (“PCC) Executive Board Secretary and Education 
Committee Chair (Sacramento Chapter) 
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The following awards have been sponsored or supported by the Postal Service: 

1997 - Quality Teamwork Award - Pacific Bell I USPS Returned Mail 
(Pacific Bell Team Leader) - presented by Pacific Bell to the joint team 
1998 - Mail Center Manager Award from the United States Postal Service 

1999 - National Postal Forum: Presenter Selected as Sharing Ideas to Build 
Success for Pacific Bell / SBC Web-Page Verification Process 

1999 - SBC received the USPS Partnership for Progress Award 

1999 - Postal Customer Council (PCC) Ambassador Award 

As part of Pacific Bell / SBC's collaboration with the Postal Service and various 

mailer organizations, I have led several team efforts working with the USPS including: 

Pacific Bell I USPS Quality Improvement Team Returned Mail (Team Lead) 

PCC Sacramento Customer / USPS Mail Transport Equipment (Customer 
Team Lead) 

MMA Address Management / Move-Update (Team Lead) 

SBC / USPS Quality Improvement Teams (Team Lead) 

t Consolidation of Facilities and Impact to USPS 

t Classification Reform Trial 

t Tray Label Testing 

t Move-Update Telecommunications Testing 

t USPS - SBC Web Verification Process 

+ PostalONE I Direct Link Electronic Connection 

I received a Bachelor of Science degree in Organizational Behavior from the 

University of San Francisco in 1990. 

26 

27 

28 

29 

30 

31 

II. PURPOSE AND SUMMARY OF TESTIMONY 

The purpose of my testimony in this case is to describe various programs the 

Postal Service has implemented to correct the UAA problem as it relates to First Class 

Mail and customer moves. I would also like to provide some insight on the efforts of 

mailers to comply with the Move-Update programs, and to discuss the costs associated 

with attaining and maintaining compliance with these standards. 

2 
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111. OVERVIEW OF THE POSTAL SERVICE’S PRESORTED MAIL 
REQUIREMENTS 

Mailers seeking to qualify for discounted presort rates must comply with 

numerous, complicated requirements covering all aspects of their mailings. In this 

section, I will highlight and discuss some of the important, time consuming, and 

expensive requirements that presort mailers face to qualify for discounted rates 

available to First Class automation mail. 

Postal Service requirements governing presort mailers activities begin with 

creation of the mailpieces that mailers distribute through the postal system. Mail piece 

design is a critical element in ensuring postal discounts are provided. The Postal 

Service requires that mailers comply with all aspects of the USPS mail piece design 

requirements. This is not an easy task, since there are multiple postal publications with 

the mail piece design information, differences on matters of interpretation, and different 

processes to validate USPS compliance. 

Each product developed from SBC is reviewed by a USPS Mail Design Analyst 

(MDA) to ensure compliance with all applicable USPS regulations. The design of a 

typical mail piece requires extensive, exhaustive coordination between the Company’s 

Marketing and Remittance functions, paper and envelope vendors, and USPS MDAs 

who assure compliance with USPS requirements. 

Moreover, stringent Postal Service mailpiece design requirements apply not only 

to the outgoing mail piece, but also to all courtesy/business reply envelopes enclosed 

for cu?tomers’ remittances or other purposes. Presort mailers such as SBC. expend 

substantial time and money in meeting the Postal Service’s courtesy reply envelope 

(“CEM”) requirements but receive no additional consideration in the form c j f  increased 

presort discounts even though such super clean reply envelopes provide obvious mail 

processing benefits to the Postal Service. I understand that QBRM reply mail recipients 

do receive a direct benefit in the form of a 3-cent discount from the First Class Mail rate 

they pay on their returned QBRM reply pieces. While I recognize that other 
considerations, such as the fact that our customers pay the First Class postage on CEM 

pieces that are returned to us, may come into play, such considerations do not warrant 

3 
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outright denial of any benefit to presort mailers who make cost savings from CEM reply 

mail pieces possible.’ 

MMA witness Bentley has informed me that he estimates total test year cost 

savings due to prebarcoded CEM letters sent out at First-class Automated rates and 

returned at Single Piece rates to be .46 cents per originating First-class automation 

letter. I urge the Commission to reflect a portion of those cost savings in its 

determination of the appropriate discount levels for workshare mail. 

The Postal Service also has very specific guidelines regarding the address 

placement and content on the mail piece. First-class mailex attempting to qualify for 

automation discounts need to follow the Postal Service’s Address guidelines for format 

and content. Coding Accuracy Support System (CASS) certification of the address is 

required and mailers must submit Form 3553 to the USPS to demonstrate compliance 

with this requirement. 

First Class mailers maintain quarterly or bi-annual updates of CASS software to 

comply with USPS requirements. Many mailers, including Pacific BeWSBC, have 

determined that more frequent CASS updates help to reduce U M  mail. Thus, many 

mailers have gone the extra mile by implementing monthly updates to improve address 

quality and reduce UAA mail. Of course, more frequent updates require testing and 

updating of the mainframe databases maintained for customer bill addresses, a 

substantial additional expense for mailers. Mailers must also pay vendors several 

thousand dollars annually for monthly CASS updates, another additional expense The 

amount of time to implement these monthly CASS updates varies between 4-30 hours 

a month to update production systems for each address database maintained. 

The USPS implements annual updates to the CASS requirements to continue to 

tighten the address data criteria. This requires CASS vendors and mailers to 

reconfigure data elements or system connections to the CASS products at least once a 

year to meet changing USPS addressing requirements. A quality implementation of the 

annual CASS changes is critical to ensure customer address data is updated properly 

As I understand the current situation, the Postal Service shares the prebarcode savings with QBRM reply 
mail recipients who distribute prebarcoded QBRM envelopes; but for recipients who distribute 
prebarcoded CRM envelopes, the Postal Service does not share any of those savings with the mailers 
who create the mailpieces. I do not see how such a policy can be considered logical or fair 

1 
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and not corrupted by inaccurate CASSlUSPS information. Many large mailers spend 

months of programming time working to reconfigure, test, and implement these 

changes. In addition, changing address criteria may require that mailers implement 

additional methods and procedures and retrain internal staff. Adequate time for the 

mailer to implement system and process changes cor:ectly is crucial. Unfortunately, 

most mailers cannot accomplish annual updates in a quality manner within the 

timeframe provided by the USPS. 

Many large mailers have implemented CASS verification systems on the front- 

end of their processing. Front-ending CASS makes it possible for verification of 

customer delivery address information to occur simultaneously with the customers' 

ordering process. This process enhances the ability to ensure the customer address is 

a USPS deliverable address. This represents another additional expense for mailers 

seeking to manage CASS verification on their front-end processes. 

There are numerous other processes and systems that companies use to 

improve addressing. For telecommunications companies, establishing and maintaining 

accurate customer mailing address information is critical. Telecommunication 

companies that provide local service support the Nations Enhanced 91 1 - Emergency 

Notification (E91 1) address systems databases. Local governmentskounties provide 

up-todate address information to telecommunication companies in order to update the 

E91 1 database. Customer Billing Address information is closely linked to E91 1 

information and in most telecommunication companies these data sources closely 

mirror each other. The USPS receives the same information from the County for use 

in its address information database. 

Coordination between the County/Sll Coordinators and the USPS is critical to 
ensure addressing elements are provided to the telecommunication companies 

correctly. Telecommunication companies spend numerous hours clarifying variances 

that are identified between the County E91 1 records, the USPS address information 

database, and the telecommunication address information. 

In addition to address initiatives and improvements, mailers face numerous 

challenges in working with the USPS requirements. Understanding the requirements of 

the USPS Domestic Mail Manual (DMM) for mail preparation, verification, payment, and 

5 
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acceptance is a complicated task. SBC and other MMA members work diligently to 

develop and implement certified systems for mail processing to improve mail quality. 

SBC developed a web-based application to be used by the USPS for mail verification 

and acceptance to streamline and improve this process. SBC and other MMA 

members actively seek to partner with the Postal Service on initiatives to improve mail 

acceptance and processing. MMA member companies lead many efforts with the 

USPS to improve mail service and reduce cost. 

MMA has an active interest in educating mailers regarding new initiatives or 
strategies with the USPS. Education of our members and other companies is crucial to 

ensuing mailers are aware of changing USPS requirements. MMA members play an 

active role in supporting and presenting educational sessions at USPS National Postal 

Forums and other mailing industry conferences. Many MMA representatives maintain a 

detailed understanding of USPS requirements, often educating USPS personnel on 

their initiatives or requirements. Recently, I led several SBC team members through 

the Mail Piece Quality Certification (MQC) exam. This is an example of what 

companies do to continue efforts to further understand all applicable USPS 

requirements and ensure USPS design requirements are maintained. 

Postal Service requirements do not end when the mail leaves the mailer’s 

premises. Most large mailers provide the USPS with labeled mail pallets or cages 

“rolling stock that are presorted to 5-digit or 3-digit destinations. Labeling is an 

additional process many mailers comply with to expedite mail further into the USPS 

mailstream. ACT tagging is also used by many mailers for airmail. This eliminates the 

need for the USPS to perform further scanning of airmail and can again expedite airmail 

through the USPS processes. Despite this additional workshare effort,, the additional 

costs that mailers incur in meeting these requirements are not offset by lower postal 

rates. 

In summary, even before considering the Postal Service’s relatively new Move 

Update requirements, it should be obvious that the job of a presort mailer is very 

complex, time consuming, and expensive. 

6 
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I IV. OVERVIEW OF THE POSTAL SERVICE'S MOVE-UPDATE REQUIREMENTS 
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In order to qualify for available First-class presort or automation postage rates, 

mailers must demonstrate that, within 180 days prior to each mailing date, they have 

updated the addresses in their mailing lists using a USPS-approved updating 

methodology. This "Move Update" requirement was implemented beginning July 1, 

1997 as part of Postal Classification Reform. The purpose of this requirement is to 

reduce the amount of forwarded mail traveling through the postal system, thereby 

saving money for the Pasta1 Service. In this regard, the recent UAA study which is 

included in the record as USPS Library Reference LR-1-82 indicates that the unit cost 

the Postal Service incurs to forward or return UAA letters is approximately 28.6cents. 

See USPS-LR-1-82 at 31. 

The four basic USPS-approved methods of updating mailing lists are briefly 

described below. 

14 A. Use of an Ancillary Service endorsement on the envelope 
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Mailers can use one of several endorsements to meet the Postal Service's Move 

Update requirement. Different endorsements invoke different actions on the part of the 

Postal Service with regard to how that mailpiece is handled. 

Possible endorsements consist of a keyword of "Address", "Forwarding", 

"Return", or "Change" followed by the words "Service Requested". For example, if a 

mailer uses the endorsement of "Address Service Requested", then for the first year, 

the mailpiece will be forwarded, a separate notice of the new address provided and the 

address correction fee charged. In months 13-18, the mailpiece is returned with new 

address or reason for non-delivery attached at no charge. 

information provided by the Service to update their customer mailing lists within 180 

days prior to her next mailing. 

In order to use any of these endorsements, the mailer must have used address 

There are different costs associated with the different endorsements used. 
Some companies utilize the endorsement option of either having the mailpiece returned 

and not forwarded to the customer, or having the Change Of Address (COA) 

information provided at a cost of .50 cents a piece. There is an additional cost to 

7 
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mailers for processing and updating the customer address records. In some cases 

companies will re-mail the returned product at an additional postage expense. 

Analysis completed by Pacific Bell / SBC estimated that the cost to update customer 

records and re-mail a customer bill is approximately $2.00 per mailpiece. The costs for 

handling returned mail include sorting, researching the address problem, determining 

the correct address, contacting the customer directly if required, updating the 

appropriate records, and re-mailing the mailpiece, if required. This can be an extensive 

cost with little or no value provided to the company or the customer. 

9 B. FASTforward sm 
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FASTfonvard is an online system that is available in two versions. The original 

FASTfonvard application was developed to interface with commercial mail processing 

equipment, such as multi-line optical character readers (MLOCRs) and remote video 

encoding (RVE) stations. In this scenario, updated address information is applied to 

the mailpiece as the licensee processes each piece. FASTfonvard will apply updated 

address and barcode information to the face of the mailpiece, in and above the barcode 

clear zone. The second version, FASTfoward for mailing list correction, provides FAST 

forward licensees the ability to update computer-based name and address mailing lists 

electronically prior to creation of the mailpiece. Pricing varies from provider to provider. 

The cost is approximately $10,000 annually for licensing of a FastForward system. 

20 C. Address Change Service (ACS) 

21 
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Use of Address Change Service requires that a "Participant Code" be placed on 

the outgoing mailpiece in the address block to show through the window. ACS provides 

the mailer with an electronic notice of new address information. Electronic notices cost 

$0.20 per piece and can be obtained on avariety of electronic media. Manually 

prepared hardcopy notices cost $0.50 each. 

participant code. However, they must be able to certify that each address in a First- 

Class mailing has been updated for customer moves within 180 days prior to the date 

of the mailing. Use of a participant code is difficult for many mailers, since it requires a 
process to link back to the customer specifically for updating address data. Many 

Mailers determine the frequency with which they use the ACS endorsement and 

8 
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companies do not feel it is in the best interest of their customers to automatically or 

electronically update customer address data without clarification of this change. Some 

companies are required by law to validate this information with their customer before 

making an address update. In some cases the Postal Service cannot provide this 

information electronically, or the Service inaccurately uses the COA returns. As a result 

of these USPS-related errors the mailer has to pay for hard copy notices, at $0.50 per 

D. National Change of Address (NCOA) 
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The National Change of Address (NCOA) service is offered to mailers through a 

network of individual businesses licensed by the USPS. NCOA licensees are 

authorized to perform address-matching services on mailers’ lists at prices that are 

competitively determined by the market (prices may vary from licensee to licensee). On 

a weekly basis, the NCOA licensees receive current change-of-address (COA) 

information that is used to update the NCOA database provided by the USPS. 

This option requires that 100% of the name and address file for the mailing(s) be 

provided to the USPS or a licensed NCOA vendor. The USPSlNCOA vendor will run 

the mailers name and address database through NCOA to provide updated address 

information and other data as requested by the mailer. As with other options, mailers 

must be able to certify that each address in a First-class mailing has been updated for 

customer moves within 180 days prior to the date of the mailing. 

addresses examined, depending on the price schedule of the licensed vendor and the 

size of the customer list to be run. 

Costs of the NCOA service generally range from $1 .OO to $5.00 per thousand 

24 V. DEVELOPMENT OF ALTERNATIVE COMPLIANCE METHODS -THE 99% 
25 RULE 

26 

27 

28 

29 

30 

In reviewing the Postal Service’s proposed options for mailers to comply with the 

Service’s new Move-Update initiative during 1996 and 1997, I developed a test to 
determine the impacts of the endorsement option on Pacific Bell’s billing products. The 

results of the test showed that 0.5% of Pacific Bell’s outgoing customer bills was 

returned on COA Cards. In turn, investigation of the COA cards established that a 

9 
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majority of the customer addresses were already corrected within our system, or there 

were errors in the information provided by the USPS.2 

At the same time, several other MMA member companies were reviewing the 

Service's Move-Update requirements and trying to assess the operational and cost 

impacts of those requirements on their businesses. As a result, MMAs Move-Update 

Team was established. 

It soon became apparent that the standard Move updating options offered by 

the Postal Service were very costly for mailers and, in many cases, did not produce 

helpful results for the Service or the mailing community. For example, 

telecommunication companies' and utilities' information regarding customer moves 

and address changes often is much more up-to-date than information possessed by 

the Postal Service and more timely than the information most mailers receive. There 

is nothing remarkable about this state of affairs; people who move are most 

immediately concerned about maintaining phone service and essential utility 

services. Therefore, they generally are scrupulous about notifying their utility and 

phone service providers of address changes, often more promptly than they file 

change of address notifications with their local post office. 

The MMA Move-Update Team met to analyze the USPS MoveiUpdate 

impacts and identify the potential options companies were pursuing. Further testing 

with MMA companies identified that less than %% of the outgoing mail received COA 

cards indicating a customer move. The team also found that many of the COA 

cards returned were inaccurate or not timely and the changes had already been 

completed within the companies' systems. Companies were attempting to identify 

the benefit to their customers and value to their business in this expense. Finally, 

several of the telecommunication companies found that providing customer name 

and address information to an NCOA vendor was not allowable - since it was 

deemed to be providing customer name and address information to an agent of the 

government. 

This information was shared with the USPS Address Management Team. 2 

10 
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Over the next three years MMAs Move-Update Team worked closely with the 

Postal Service’s Address Management Team to identify reasonable alternatives to the 

Move-Update requirements. This collaborative effort resulted in what has come to be 

known as the 99% Rule or 99% Alternative Option. 

Under the 99% Rule, mailers can apply for certification that their address 

dataIprocess meets the Move Update requirement. Certification can occur through an 

on-site electronic audit of a mailer’s methods and address records. Typically, Postal 

Service representatives visit the mailer’s site and bring with them hardware and 

software necessary for certification testing. The mailer provides a locked workspace, 

monitor, telephone and 100% of their active mailing list data on tape, in the format 

specified by the Postal Service. The mailer’s address data is run through modified 

CASS and FASTforward systems and matched against NCOA information. If the move 

“hit rate” on the mailer’s data is 1% or less, the Postal Service temporarily certifies that 

the mailer has met the Move Update requirement and does not have to comply with any 

other USPS-approved method. 

In three months Postal Service representatives return and repeat the on-site test 

and confirm that results are still less than a 1% hit rate. Successful completion of both 

tests results in certification of the mailer’s compliance with the Move Update 

requirement for a one-year period. This process then is repeated for two more years. 

In the third year, upon completion of both initial and follow-up tests, certification may be 

granted for two years. 

Pacific BellINevada Bell, Southwestern Bell Telephone, GTE, Bell Atlantic, and 

Bell South have successfully completed the certification process under the 99% Rule. 

Pacific Bell I Nevada Bell and Southwestern Bell Telephone have successfully 

completed the three year requirement. Accordingly, they now undergo recertification 

every two years. The results of the three-year testing proved the “hit rate” for Pacific 

Bell I Nevada Bell and Southwestern Bell Telephone was less than 5%. SBC and 

MMA members continue to partner with the USPS in an effort to gain expansion of the 
certification period andlor exemption from the Move Update requirement. 

Implementation of the Move-Update 99% Rule option and certification of the 

process resulted in a savings to Pacific Bell I Nevada Bell and Southwestern Bell 
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Telephone of nearly $1,000,000 annually. This expense would have been incurred by 

SBC if they had been required to maintain the necessary staff to process and update 

USPS COA cards. While the 99% Rule has provided telecommunication mailers some 

relief from the other expensive compliance options discussed above, successful mailers 

still spend substantial time and effort to meet the Move Update requirements. The 

impact on a company of supporting the 99% Rule compliance option requires extensive 

coordination and processing to create the test tape output, coordination with the USPS 

Address Management team to schedule on-site testing, and time to support the test 

itself. For the SBC companies alone, testing approximately 15,000,000 customer 

addresses has taken between 2-5 days to complete. 

Moreover, the Postal Service continues to "refine" the requirements of the input 

and output records, which adds complexity and increases the types of data the 

companies must accommodate. Even if there are no changes or "refinements" to the 

Postal Service's requirements for the 99% Rule test, I estimate that a company such as 

SBC can easily spend $20,000 or more annually to test 15,000,000 address records. 

That is equivalent to a cost of $1.33 per thousand records tested. I should emphasize 

that this cost estimate did not result from a formal cost study of the 99% Rule option. 

Such a study doubtless would include substantially more direct and indirect expenses 

that the mailer has to incur in order to prepare for and meet the requirements of the 

Rule. It is also likely that the cost per thousand records checked would be larger for 

smaller companies with fewer customer records, since they would also need to comply 

with these testing requirements. Costs such as those that SBC incurs to meet the 99% 

Rule option might be deemed reasonable costs of doing business if they actually 

produced positive address quality improvements for the Postal Service and mailers. In 

fact, however, there is no ongoing value to the businesses or customers of continuing 

the Move Update certification process year-after-year. 

Mailers who are billing customers, whether it be for phone service, for electric 

and gas service, or for some product the customer has purchased have a very direct, 

dollars and cents incentive to maximize the cleanliness and accuracy of their customer 

address data. Such mailers do not need elaborate, expensive, and often ineffective 

12 
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USPS programs to impress on them the importance of maintaining accurate, up-to-date 

address information. 

Once a company like SBC repeatedly proves through data verification tests that 

its address accuracy and updating processes are valid, and the Postal Service certifies 

the accuracy and effectiveness for 3 years in a row, there is no need to continue this 

process. The USPS should exempt mailers from the Move Update requirement once 

completing the 3-year testing process. Such perpetual testing represents a time 

consuming, wasteful expense for both the company and the Postal Service and 

provides no real value to our customers after the company has proven address update 

quality and certification has been completed. 

I I VI. USPS ERRORS AND MAILERS’ EFFORTS TO CORRECT THEM 
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So far the primary focus of my testimony has been upon the various Postal 

Service requirements, including Move Updates that apply to presort mailers. The 

purpose of these requirements is to reduce costs for the Postal Service and to hold 

down postage costs for mailers. The USPS and our companies have the same end 

goal: “Get the mail to the customer in a timely, efficient manner and. in the process, 

reduce costs to our businesses.” 

A review of the UAA Study and other similar publications gives the impression 

that the UAA problem is attributable to address information errors that mailers either 

neglect or cause. What is not readily apparent from the UAA Study and similar sources 

is the extent to which the Postal Service is a root cause of UAA problems and how 

systematic changes in postal procedures will serve to reduce the incidence of UAA. 

23 
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A. USPSlPacific Bell Quality Improvement Team (Returned Mail): 

In 1994, the USPSlPacific Bell Quality Improvement Team (Returned Mail) was 

established as a joint quality initiative between the Sacramento District USPS and 

Pacific Bell. The team included experts from Pacific Bell and the USPS on the mailing 

process. The purpose of this effort was to reduce returned mail, thereby increasing 

customer satisfaction, reducing delivery delays, and reducing operating costs for Pacific 

Bell and the Postal Service. To achieve its goals, the team used Total Quality 

Management (“TQM“) tools and techniques to follow Pacific Bell’s customer bills 
- 

13 
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USPS Errors 

through each important step of the entire mail creation and delivery process. These 

steps included product ordering, address verification processes, creation of the mail 

piece, entry of mail into the postal system, returned mail processing through the USPS 

Centralized Forwarding System (CFS). return of mail to Pacific Bell's Bill Address 

Correction Center (BACC) and re-mailing of the bill to the customer. 

At the time, Pacific Bell received almost 80,000 pieces of returned mail per 

month, approaching 1 million pieces per year. Moreover, both the Company and the 

Postal Service were incurring significant costs to "rework" these returned pieces. 

Pacific Bell and the Postal Service estimated annual reworking costs at over $1.9 

million and over $600,000, respectively. 

The Team found that both Pacific Bell and the USPS had errors in their 

processes that resulted in UAA mail, as Table 1 shows: 

Table 1 

Returned Mail Total Study Analysis 

22% 

Pacific Bell Errors 7% 
Customer Errors 

Properly Returned 

Pacific Bell promptly implemented corrective changes in its internal processes to 

correct the 7% error identified as being caused by the Company. That effort resulted in 

an overall 5% reduction of returned mail and approximately 50% reduction in Pacific 

Bell's error rate. The improvements implemented by Pacific Bell included: 

Moving from a quarterly to a monthly update of the Coding Accuracy Support 
System (CASS). 

Establishing more process around monthly updates to manage oversight of 
the vendor product and testing process of changes 

Creation of additional CASS reports for statistical I error analysis for 
management review 

Updated Bill Address Methods and Procedures and re-trained service 
representatives on the appropriate customer bill address input 

2% 

69% 

14 
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A follow-up study was developed and completed to confirm that implemented 
changes actually reduced UAA mail 

The study found the largest percentage of error --22%- was caused by the 

Postal Service. The USPS errors included 10% for use of inaccurate and outdated 

endorsements, 4% representing pieces for which forwarding information was stated to 

be on file but past the forwarding timeframe, and 8% for mail that was returned in error 

and in fact was "good as addressed."3 In other words, 8% good as addressed strongly 

suggested that, at Pacific Bell alone, the Company and the Postal Service uselessly 

expended over $200,000 per year reworking mailpieces that were correctly addressed 

in the first place. 

The Team recommended specific corrective actions to the Postal Service. 

Initially the Team considered implementation of such changes only in the Pacific Area. 

However, the Team recognized that the problems identified were systemic in nature 

and could have a profound cost savings impact on the Postal Service's operations if 

improvements were implemented nationally. Therefore, the Team's findings and 

recommendations were shared with the Postal Service's National Address Management 

Team, and disseminated within the Service at the Local, Area , and National levels. 

Unfortunately, the Team's basic recommendations are still the focus of address 

improvement initiatives that the mailing industry continues to propose for 

implementation by the Postal Service. It is disappointing that recommendations made 

five years ago by the USPSlPacific Bell Returned Mail Team have not been 

implemented throughout the USPS to improve the effectiveness of mail delivery and 

processing of returned mail. In my opinion, there needs to be more effective 

communication and coordination between the USPS Address Management and USPS 

Delivery Operations so that existing and future address improvement initiatives 

identified by the Postal Service and cooperating mailers, such as MMA members, can 
be implemented in a timely manner. 

The term "Good As Addressed" means that the address information is correct and the piece should be 
delivered as addressed, not returned to the mailer. 

15 
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I B. MMA's Commitment To Implementing Mail Processing Improvements 

Despite problems in getting the Postal Service to implement effective return mail 

strategies on a national basis, the Major Mailers Association Team continues to meet 

with the USPS Address Management team to identify opportunities to improve 

addressing nationally. Recently this team proposed additional address strategies that 

are being reviewed with the MMA and USPS. Meetings are ongoing with the USPS to 

determine opportunities for improvement. Address improvement initiatives continue to 

be a critical issue to the MMA companies. MMA member companies actively share 

their processes and recommendations with other mailers to facilitate improvements in 

address quality. MMA companies also continue to refine their internal processes to 

reduce returned mail and improve overall address quality. 

The Postal Service's failure to implement recommended improvements to 

problems and errors created with internal operations and processes is unfortunate. For 

its part, MMA will continue to identify mutually beneficial changes and will not be 

deterred. We will continue to work closely with the Postal Service to achieve our 

common cost savings and efficiency goals. 

their ongoing contributions to a more efficient postal system. The Postal Service's UAA 

Study indicates that, due to Move Update requirements, the Service was able to avoid 

the incurrence of approximately $1.5 billion of UAA costs during 1998. There is no 

doubt in my mind that mailer initiatives and cooperative efforts between mailers and 

representatives of the Postal Service have contributed materially to the Postal Service's 

achievements in the UAA area. 

In this case, the Commission has an opportunity to reward presort mailers for 

MMA witness Bentley has calculated that the cost savings relating to costs 

avoided as a result of UAA programs is almost .9 cents per originating workshared 

letter. Since presort mailers' active support has contributed to the success of the UAA 

programs, it is only fair that the Commission recognize and tangibly reward presort 

mailers' contributions by increasing presort discounts. 
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CHAIRMAN GLEIMAN: MS. Harrison, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available to you earlier 

today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN GLEIMAN: No changes or corrections? 

THE WITNESS: NO, sir. 

CHAIRMAN GLEIMAN: Counsel, if I could get you to 

provide two copies of the designated written 

cross-examination of Witness Harrison to the reporter, that 

material will be received into evidence and transcribed into 

the record. 

[Designated Written 

Cross-Examination of Sharon 

Harrison, MMA-T-2, was received 

into evidence and transcribed into 

the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue. NW. Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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USPSIMNIATZ-I 

(a) Please list and explain all reasons why a bulk First-class Mail user (one 
with sufficient volume to qualify its mail for any one of the various First- 
Class Mail worksharing discounts), in the absence of a rate incentive or a 
Postal Service requirement, would ensure that its mailing lists contained 
accurate, up-to-date addresses. 

Please describe all reasons why a bulk First-class Mail user (one with 
sufficient volume to qualify its mail for any one of the various First-class 
Mail worksharing discounts). in the absence of a rate incentive or a Postal 
Service requirement, would ensure that mail pieces generated from such 
mailing lists had addresses which met USPS machine-readability 
standards and barcodes which met USPS speciticatiins. 

(b) 

RESPONSE 

(a) Because there is a direct correlation between inadequate addressing and 

undeliverable-as-addressed (UAA) mail, First-class mailers have no incentive to 

send mail that they know will not be delivered to the customer. Doing so would 

represent a substantial additional cost to the company with no benefit. See, e.g. 

MMA-T-2 at 7-8. 
MMA member companies are engaged primarily in billing and remittance 

operations. In order to support billing and revenue protection, and to provide 
service to customers, MMA companies maintain close connections to their 

customers. In addition. many MMA companies need accurate mailing addresses 
for product promotions and regulatory mailings. Many MMA companies need to 
comply with regulatory requirements that stipulate customer bills are to be mailed 

within a defined number of days prior to the date payment is due. 

Many MMA companies. primarily, telecommunications, utilities, and 

insurance companies, bill their customers on a monthly basis. Mailers are 

required to comply with the USPS Move-Update requirements. Many of our 

MMA companies have identified there is no known benefit to the company, our 

customers, or the Postal Service in complying to this requirement. As indicated 
in my prepared testimony (MMA-T-2 at lo), these businesses often are the first 

businesses that customers notify of customer address changes. 
For remittance purposes, it is critical that customers receive and pay their 
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bills in a timely fashion to ensure company revenue. Prompt receipt and 

payment of bills helps ensure that customers' senrice is not interrupted. 

My testimony did not state that the machine-readability of addresses and 

barcode standards are not necessary. I simply indicated that meeting all these 
requirements often is dficult and expensive for mailers, and, in some cases, can 

be extremely complex. 

standards and barcodes requirements without a rate incentive. USPS First- 

Class mail delivery standard remains the same regardless of the mailer 
workshare efforts. Many MMA companies have serious frustration with the 

Postal Service's mail preparation requirements. At times there are discussions of 

whether complying with the everchanging USPS requirements is cost effective. 

If the postage rate discounts for automation rates are not significant enough, then 

it is possible the workshare program could be in jeopardy. 

(b) 

There would be no reason for a mailer to meet machine-readability 
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USPSIMMATZ-2 

Please refer to page 3 of your testimony. Please describe and quantify the 
difference in cost between (a) production of an outgoing bulk standard size one- 
ounce First-class Mail letter piece which SBC, Pacific Bell, or a typical MMA 
member would produce in the absence of any mail piece design requirements 
currently imposed by the Postal Setvice and (b) production of an outgoing bulk 
standard letter-size one-ounce First-class Mail piece which SBC produces to 
conform to current mail piece design requirements imposed by the Postal 
Service. In detail, please list every mail piece design characteristic and 
production activity SBC would not incorporate if it were not required by the Postal 
Service. Please estimate the costs associated with meeting each requirement 
and provide all documentation in support of those estimates. 

RESPONSE: 

It has not previously been considered to not comply with meeting USPS mail 
design requirements. To my knowledge no study data is available from SBC or MMA 
companies and no cost data is available. 

conflict with USPS-imposed design elements: 

However, the following are some of the SBC businesdcustomer preferences that 

Opportunity to use various paperlenvelope colors: 

. Opportunity to use various inks for paperlenvelope designs: 

Opportunity to use paper/envelope stock that has a higher recycled 
paper content; . Paperlenvelope weight adjustments . Potential change for logoladvertisement placement for envelopes 
and use of clear zone areas; 

Elimination of keyline information - showing payment method -this 
requirement has caused confusion to our marketing teams and 
customers: . Potential for ’extraneous” informationldata through address block 
window if other requirements conflict . Arrangement of address window placement based on company 
design preferences: 
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Greater freedom in management of mailpiece dimension and 
clearance requirements 

MMA companies work hard to ensure that mail products are USPS compliant. In 
numerous cases, SBC has redesigned the billing face page, remittance stub, mailing 

envelope and remittance (courtesy reply) envelope to comply with USPS requirements. 
This impact is primarily in the requirements, design, programming and testing of 

changes and coordination with our paper/envelope vendors. This can take several days 

to several months to complete. 

Additionally. listed below are concerns identified by either SBC or the USPS over 
the last several months regarding designlproduction issues: 

t Moisture or dry heat during production impacts final piece weight 
t Glue (too muchltoo little) on envelopes causing equipment jams or breaking apart 
t Paper and envelope vendor error tolerance for products require excessive weighing 

and management of products 
t Enclosing machines pulling double inserts 
+ Slippage of insert or inability to see Delivery Point Barcode (DPBC) caused by 

machine cuts and/or printed production alignment 
+ Diering USPS requirements for mail acceptancehrerification between mailing sites 
+ Developmentlmaintenance of Service Agreements between SBCNSPS 

The Postal Service has implemented the Business Service Network (BSN) 

nationally to work with mailers on service issues. USPS BSNs track postal and 
customer mailing issues. SBC and MMA companies work closely with the USPS BSN's 
to identify concerns and work to resolve them. SBC manages over 150 various mailing 

products and management of the various designs, supplies, production, and remittance 
requirements is exhaustive. SBC has developed extensive training and communication 

to our production employees and management teams to ensure mail quality is achieved. 
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USPSIMMA-TZ-3 

Does SBC. Pacific Bell. or any member of MMA maintain any studies, data, 
market research, or other information concerning any benefit to SBC or MMA 
members which result from their provision of courtesy reply envelopes to their 
customers for the return of remittances? If so, please provide copies of all 
records, documents, data, correspondence, reports, studies or research which 
discuss such benef&. If no such documents exist, please describe all benefits to 
SBC, Pacific Bell, and MMA members who result from their provision of such 
courtesy reply envelopes. 

RESPONSE: 

To my knowledge, neiVler SBC nor any other MMA company has study data that 
shows receipt of remittance mail is improved by using pre-barcoded businesslcourtesy 

reply envelopes. However, MMA member companies continue to be concerned 

regarding the service provided for prebarcoded businesslcourtesy reply envelopes 

MMA members have been active participants in work groups with the Postal Service to 

work to identify delivery service problems and develop improvements related to 

prebarcoded businesslcourtesy reply envelopes. To my knowledge there is no known 

documented improvements resulting from this effort with the Postal Service for the past 

several years. 

According lo the Postal Service's Quick Service Guide, dated January 10,1999, 

market research shows that providing barcoded envelopes makes good business 
sense. The referenced guide does not provide details regarding the nature or extent of 

the market research conducted by the Service on these topics. Based upon my inquiries 
to responsible officials of SBC and other MMA member companies, I am not aware of 
any MMA member company who participated in the USPS market research information 

provided. 

The following are a few of the USPS claimed beneffls of prebarcoding envelopes: 

+ Prebarcoded reply envelopes can be processed and delivered faster by the 
post ofice; 

+ Providers of return envelopes get remittances faster for optimum cash flow; 

+ Automated processing of properly prepared barcoded reply mail provides 
accurate sorting and eliminates mail delay. 

* 
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I have no reason to agree or disagree with the Postal Service’s findings. 

Although not mentioned in the referenced guide, SBC has identified one benefit 

of using standardized courtesy reply envelopes. With uniform courtesy reply envelopes, 
there is a reduction in the variance of envelope size, color, and weight for remittance 

processing. This is important because SBC uses high-speed extraction equipment to 
open and remove the contents of remittance mail pieces. There are precise standards 

required for the equipment to operate at the expeded extraction rate. Envelopes that 

do not meet these requirements are opened using lower-speed equipment or manual 

methods. Approximately 10% of SBC‘s customers use other ’whte mail” remittance 

envelopes, not provided by SBC. This benefR of using standardized courtesy reply mail 

envelopes has nothing to do with USPS requirements. 
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USPSIMMAnT-4: 

Please refer to page 3, lines 16-19 of your testimony. Please describe in detail 
each activity which is a part of the coordination between SBC's Marketing and 
Remittance functions, paper and envelope providers and USPS Mail Design 
Analysts. 

RESPONSE 

The following is the high-level process within SBC for mail designlchanges: 

SBC Marketing identifes a desired change in an existing mail-piece product or 

a potential new product and develops prototypes for the concept. Artwork is 
developed and shared for upgrades with various internal teams. This infomation 
is provided to Billing Programming Teams and ultimately Bill Print 8, Remittance 

teams. SBC's Bill Print organization receives the change or new product request 

and works with the Marketing and Remittance teams, paper and envelope 

vendors, Billing Programming, and USPS Mail Design Analysts (MDA) to ensure 

all internal equipment and external requirements are met. 

Once initial input has been received, specifkations are sent to the vendor or 

Billing Programming Team. A proof or example of the producVenvelope is 

created. Marketing signs-off on the proof to ensure all the marketing 

requirements are met. SBC Bill Print & Remittance ensures all internal 

specifiitions are met for inserting bills and other items into outgoing mail-pieces 

and that the reply mail piece and contents meet all applicable requirements of 
remittance processing equipment. The SBC Bill Print team includes; Bill 

Production, Warehousing, Vendor Relations, Application Systems, Training, and 

the SBC Liaison with the USPS. This team assembles to assess all design or 
product impacts for SBC. 

Since SBC manages over 150 various products, process management and 

communication of design changes can be a significant management problem. 

Several SBC employees are USPS certified and have completed the Mailpiece 
Quality Control (MQC) Specialist Training Program. SBC uses various checklists 

developed by the USPS to identify areas of requirement concerns and assess 
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impacts to the USPS requirements. An example of a checklist used is available 

in USPS Publication 25 entitled Desianino Letter Mail, dated August 1995. 

All changes to envelope design, content, or new products are then provided to 

the USPS MDA to ensure postal requirements are met. It is critical to provide the 

USPS MDA with a completed product, not just a fax or example of the proposed 

mail piece. Exact prototypes prior to full production of a proposed mailing piece 

can be expensive to produce. The USPS MDA may request numerous examples 

of the product to run on postal equipment to validate processing capability and 

quality. If there are questions regarding whether the mail piece will meet postal 
requirements. the entire process may begin again. 

Once all parties approve the proof/specifications the new item is sent to the 

vendor or Billing Programming Team for creation. SBC tests and reviews all 

products received to ensure they comply with original proofdrequirements. From 

the initial onset of a new product or change, it can take from one to several 

months to complete the cycle. 
Once produdion test media has been developed it is again reviewed with the 

USPS MDA for USPS compliance. SBC devotes substantial time and expense 
to educating SBC personnel regarding applicable postal requirements so that 

they can work with USPS MDA's in our mailing sites. 
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USPSIMMA-T2-5: 

At page 6. lines 24-26 of your testimony, you state that "ACT tagging is , . .used 
by many mailers for airmail. This eliminates the need for USPS to perfon 
further scanning on airmail and can . . . expedite mail through the USPS 
processes. Despite the additional costs that mailers incur in meeting these 
requirements [such as labeling of pallets and ACT tagging] are not offset by 
lower postal rates." 

(a) On a unit basis, please quantify the cost to mailers of each of the activities 
described at lines 18-26 and the impact such activity has on postal mail 
processing costs. 

Is it your testimony that the impact of such activities on mail processing 
costs is not reflected in the Postal Service s estimates of First-class Mail 
processing costs? 

(b) 

RESPONSE 

(a) MMA witness Richard E. Bentley informs me that section 221.23 of the Domestic 

Mail Classification Schedule states that First-class presorted mail must meet "the 

letter machine-abili and other preparation requirements specified by the Postal 

Service." Unfortunately. it is my understanding there are no formal guidelines for 

administering many of the Postal Service's preparation requirements. Therefore, 

such decisions are left up to local postal officials and are not administered 

uniformly. This causes problems for major mailers, particularly since many of our 
companies have multiple locations. We are not sure what to expect from local 

postal officials and must continually negotiate with them as they ask us to bear 
increasingly more and more costs in the preparation of our mail. To my 
knowledge there are no definitive studies or unit cost information available on the 

mailer cost to support the following major worksharing activities that are routinely 

performed by my company and other mailers and are described below: 

A TRAY LABELS 

Since Classification Reform was implemented in 1996, many mailers have 

implemented tray label processes that generate tray labels speck  to the 
labeling requirements provided by the Postal Service. In the past, the Postal 
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Service provided tray labels to SBC. However, after Classification Reform, the 

tray label requirements were more complex, requiring that we develop and 

generate our own tray labels. There are specific, defined, requirements that 
mailers must meet on tray labels to ensure automation rate discounts. SBC now 

creates tray labels based on the USPS requirements on perforated paper stock. 
This change represented an additional cost to SBC, which eliminated the 

corresponding costs that the USPS had incurred up until that time. Mailer 

generated tray labeling saves the Postal Service costs since the majority of major 

mailers generate their own. 

cost to manage and distribute, cost of the paper, printing, and stock 

warehousing. The additional costs to mailers include: 

The cost saved by the Postal Service would include the administrative 

+ 
+ 
+ 

Paper stock for tray labels; 

Special printers to support thickness of tray label requirements; 

Toner for printing label data; 

MaintenandSupport of Tray Label programming. 

In addition, mailers must comply with the tray labeling requirements, or 
face penalties or postage adjustments. Labeling of trays expedites the handling 

of the trays within the postal facilities. Mailer generated and applied tray labels 

allow the USPS to automate processing within the Postal Service plants, thus 

signifmntly reducing the handling costs assodated with tray management. 

0. PALLETKING 

Palktizing rules for first-class mail are not set forth within the Domestic 
Mail Manual (DMM), or any other official USPS document that I know of. 

However, local Postal off ials often require that mailers segment the trays of 
mail by destination on pallets to facilitate transportation ofthe mail within and 

between post offices. This bulk movement of 'psesorted' mail trays enables the 

Postal Service to save money by reducing individual handling oftrays. The 
USPS has come to expect and depend upon having major mailere conform to the 
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practice of palletizing. 

request for mail segmentation. palletiiing, and labeling. By segmenting mail, the 
USPS can "cross dock" mail without having to break apart a pallet and separately 

handle each tray for mail distribution. Cross docking enables the USPS to 

eliminate the handling and separation of each tray and facilitates the movement 

of mail to the destination. 

Mailers, over time, have developed various ways to support the USPS 

C. PALLET LABELING 

SBC, working with our vendor, developed an automated process to 

separate mail trays by destination and produce labeling for the pallet. In the 

absence of USPS requirements specifymg how to construct a pallet to specific 

destinations, SBC uses the USPS mail tray requirements to automate the mail 

segmentation. In addition, SBC creates a pallet label that identities the specific 

mail destination by the ZIP Code and Clty/State. The pallet label provides the 

Postal Service with details regarding what is on the pallet; this information is 
used as supportive documentation to ensure all contents of a pallet are 
accurately combined. 

These activities save the Postal Service in two ways. First, mailers 

perform a mail tray distribution and print and apply the appropriate pallet labels. 

Second, the Postal Service can move the letters quickly and efficiently 

throughout the mailstream until the pallets andlor trays reach the destination 

Office. 
D. STRETCH-WRAPPING 

MMA companies are provided pallets by the USPS to containerize and 
transport mail trays. Pallets are required by the USPS to be stretch-wrepped to 

secure the contents of the pallet. Many major mailers prefer cages "rolling 

stock" to load mail. Rolling stock is easier to mow. does not require specific 

pallet jacks or fork l i  for mail movement, and doesn't require stretch-wrap. The 
Postal Service does not provide first-class mailers an option of pallets or 
cagedrolling stcck. 
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I 

There are two ways to apply stretch-wrap to a pallet: automated or 

manual. Mailers have identified that applying the stretch-wrap can be labor 

intensive, and strenuous if not done properly. While there is no organized cost 
data readily available, MMA companies fund the entire stretch-wrap operation as 

required by the Postal Service. 

The stretch-wrap costs include the following: 
Stretch-wrap materials; 

Laborltime to wrap pallets (approximately 3 minutes each); 

Purchase and maintenance on automated equipment; 

Floor space for equipment; 

Hand-wrapping devices. 

E. ACT TAGGING FOR AIR TRANSPORT 

SBC currently does not place an Air Contract Transportatibn (ACT) tag on 
ainnail. but the USPS recently requested that we perform this function. SBC is 

currently investigating the process requirements and methods to facilitate 

accurately placing ACT tags onto our mailings. We are expected to fund this 

new activity and the Postal Service has informed me that, in return, this will help 
expedite our mail and eliminate USPS handling -thus reducing postal costs. 
Moreover, if we perform this function, the Postal Service will no longer have to 
bear this cost. Several Mh4A companies are required to ACT tag mail. 

It is my understanding that placing an ACT tag onto a sleeved mail tray 

provides the following benefits to the Postal Service: 

6 It allows the USPS to bulk bill pallets of mail to specific flihts and eliminates 

the need to break apart pallets. The USPS weighs the pallet of mail to the 
specific destination and assigns a Destination and Routing (DbR) tag to the 
specific flight for the entire pallet. D&R tags assign an airline, Right, and supports 
payment for air assignment. 
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+ It eliminates the need for the USPS to break open a pallet, remove mail trays 
from the pallets, place on the automated D8R transport roller, scan the tray label 

for destination and assignment of the flight location, and create a D&R tag. The 

USPS AirMail Facility (AMF) has informed me that it currently takes 9 seconds to 

create a D&R tag. The USPS then places a D8R tag on the top of the sleeved 

mail tray, removes the tray from the roller, and places the tray into container for 

transport to the airlines. 
There are several methods by which ACT tags are placed on airmail by 

the mailer. Some mailers have an automated system that reads the tray label 
and creates an ACT tag or D8R tag and automatically places this onto the 

sleeved mail tray. Other mailers use a device to key in the ZIP Code destination 

of the mail to create an ACT tag to apply to the mail. Other mailers have cased 

ACT tags and manually apply a USPS-provided ACT tag to their mail trays. All of 

these applications have different costs associated with them. All of these 

applications reduce bulk movement of letters within and/or between postal 
facilities. 

called PostalONE where transportation assignments using D8R tags for both air 

mail and ground transport are being developed and deployed in mailer facilities. 

This program will further reduce postal platform costs because data will be 

collected from the mailer facility that will help with improved transportation 

assignments for mail destination. At this time we are not sure what extra 

processing costs the Postal Service will ask us to bear as a result of this new 

program. 

The USPS is currently working with some mailers on a USPS initiative 

(b) Redirected to Major Mailers Association witness Richard E. Bentley. 
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USPSIMIMA-TI-20 

In your response to USPS/MMA-Tl-5(b). you discuss the additional costs that 
you say mailers incur in meeting requirements such as ACT tagging that you do 
not believe are included in workshare cost savings. 

_- 

Please confirm that mailers who affix ACT tags to containers of First-class 
Mail they have prepared are often allowed to enter that mail at a postal 
facility later in the evening than if the mail required the Postal Service to 
perform the scanning prior to dispatch for air transportation. If you do not 
confirm, please explain. If you do confirm, indicate whether later entry 
times give mailers more time to prepare their mailing for entry into the 
postal system. Also indicate whether mailer ACT tagging contributes to 
some mail being dispatched by the Postal Service to available air on the 
evening the mail is entered instead of the next day. 

Please confirm that mailers are often willing to perform the following 
activities which are not required by the Postal Service in order to improve 
the processing and delivery of their mail. Altematlvely, if you are unable 
to confirm. please explain and indicate which ofthe following activities are 
required by the Postal Service and result in no advantage to the mailer: 

1. Instead of bedloading or sacking, mailers will palletiie mail to better 
facilitate its movement through their own facilities as well as postal 
facilities. 

2. To ensure that pieces within a mailing remain in good condition and 
to maintain a stable load during transport, mailers will pal let i i  and 
stretch wrap trays and other containers of mail. 

facility and the postal network. mailers will label a container of mail 
to identify its contents. 

3. To ensure proper handling for the best service within the mailers 

RESPONSE: 

MI. Bentley has informed me that USPS witness Miller does not include 
mail preparation and platform operations in his derivation of workshare cost 
savings. Therefore, to the extent mailers like SBC and other members of Major 

Mailers perform mail preparation activities that formerly were performed by the 
Postal Service, I do not see how such cost savings are reflected in the Postal 
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Service's workshare cost savings. Similarly, to the extent that mail preparation 
activities performed by mailers reduce platform operation costs, I do not see how 

such cost savings are reflected in the Postal Service's workshare cost savings. 

Mr. Bentley also informs me that the workshare cost savings he derives on 

behalf of MMA do include mail preparation and platform cost savings. However. 

it is my understanding that even Mr. Bentley's analysis does not give workshare 

mailers direct credit for the additional effort and expense that they incur for 

activities such as ACT tagging that the Postal Service has shifted to them 

through the imposition of new formal mail preparation requirements andlor 

"requests" for mailers cooperation based on suggestions that delivery times are 

improved. 

(a) 
change mail acceptance deadlines. I have spent a great deal of time and effort 

becoming familiar with Postal Service regulations relating to First-class 

workshare requirements. I am not aware of any official Postal Service 

publication that indicates that mailer-applied ACT tags enables a mailer to enter 

mail during the evening hour. 

Not confirmed for SBC. If SBC were to affix ACT tags, this would not 
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.- 

Moreover, postal management has informed us that later entry times 

benefits the Postal Service by relieving dock congestion during periods of high- 

volume processing. Later entry times also allow mailers to stagger mail 
production. However. mailers must still meet the Critical Entry Times (CET) 

provided to them by the Postal Service. 

The Postal SeMce has also told us that mailer-applied ACT tags expedite 

movement of the mail through the postal system and reduce mail handling time 

for the Postal Service. Although there may be an indirect advantage for the 
mailer, this activity benefits the Postal Service directly by reducing its mail 

handling costs and improving the Service’s overall mail delivery record. 

Finally, the Postal Service does not guarantee mailers that applying ACT 

tags will expedite delivery service. Nevertheless, it is my understanding that 

some mailers do perform this function to jointly work with the Postal Service in 

the hope that applying ACT tags will facilitate mail processing where possible. 

(b) For mailers such as SBC, ensuring reliable and timely delivery of 
customer bills is critical to our business. In order to help the Postfil Service meet 

our customer expectations, M M 4  companies participate in many activities that 

they hope will help facilitate movement of mail through postal facilities and, 

thereby, improve delivery service. Ultimately, if the end customer does not 

receive their expected bill, or if receipt of their bill or statement is delayed, 
customers do not contact the Postal Service -they contact the mailer. 

However, the Postal Service does not guarantee delivery times for First- 

Class mail. Moreover, delivery scores vary amss the nation for First-class 
overnight. 2day and M a y  service. Accordingly. mailers are continually 

challenged to measure deliiely service to identify if the extra costs incurred by 
mailers actually help in reducing delivery times. 

... 
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Over time, local USPS officials have simply come to expect mailers to 

upgrade their workshare efforts. As MMA witness Bentley has informed me, the 

Postal Service witness who presents workshare cost savings in this proceeding 

did not even attempt to study, and has no knowledge of, these costly (to mailers) 

and cost saving (to the Postal Service) actwities. See TR 7/3149. 

1. 

Postal Service, not themselves. The movement of mail through SBC's mail 

preparation facilities is not based on pallets. Pallets are used at the end of mail 

preparation process to consolidate mail trays and transport them for delivery to 

the Postal Service. 

Not Confirmed. MMA members palletbe their mail for the benefit of the 

Mailers create the mail piece, prebarcode and presort the letters, place 

them in appropriate mail trays, ensure trays are labeled correctly, separate the 
trays by destination, palletize the trays, and stretch-wrap the pallets. All these 

functions are performed to facilitate the movement of mail within the postal 

environment. 

2. 

support the movement of mail trays on pallets. SBC applies stretch-wrap to 

pallets to adhere to strict Postal Service requirements for mail transport and 

acceptance. 

Not Confirmed. Stretch-wrap is not likely used within a mailer's plant to 

Large mailers such as SBC are forced to use pallets to submit mailings. 
In turn. pallets require the use of stretch-wrap for mail acceptance and transport, 

which adds cost and labor to mail preparation. Therefore, it is not 

"advantageous" to SBC to use pallets and mailer-applied stretch map. 

SBC would much prefer to use "rolling stock" containers that facilitate 

delivery of completed mail trays to the Postal Service. However. the Postal 

Service unilaterally determined that due to cost considerations of providing 

adequate rolling stoddcages to mailers, it had to discontinue that program. 
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Consequently, the Service has required mailers to palletie and stretch-wrap 

their trays. 

3. 
in order to facilitate movement of mail within SBC’s facilities. If SBC did label 

mail pallets for its own purposes, SBC would label the mailing contents based on 
product type, not the destination of the mailing. The majority of mail produced by 

SBC, and many other large mailers, are direct pallets labeled to 3digit or 5digit 

destinations. This massive volume of pre-barcoded mail significantly reduces the 

Postal Service cost for handling, transporting, and delivering the mail. Labeling 

and segmentation of the mail by destination does not improve processing within 

a mailer facility. 

Not confirmed. SBC does not label pallets of mail by ultimate destinations 

Mailers are required to provide specific mail trays that are separated, 

palletized. and labeled based on local postal offcial requirements. SBC has 
been assessed a financial postage penalty based on the preparation of mail trays 

combined and labeled on a pallet. This postage penalty was immediately 

overturned, when it was brought to the attention of Postal Service management 
that SBC produced and labeled the pallets as agreed to by local postal 

management. 

SBC spends a significant amount of time working with the USPS 
management to identify pallet segmentation and labeling requirements for our 
mailing locations SBC, working with a vendor, developed an automated software 
program that identifies each mail piece uniquely, sorts mail to the appropriate 

mail tray, creates the tray label, segments mail trays to specific pellets, and 
creates the pallet labeling speafk to USPS requirements. This system is 

adjusted to meet the local postal requirements. Mail segmentation at the pallet 
level and pallet labeling is an expected practice by local postal officials in order 

for our mail to be accepted for the First-class automation discounts. 
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Because of these extra mail preparation functions that SBC and other 

MMA mailers are required to perform. cost savings that accrue to the Postal 

Service are much greater for mailings of say, 50,000 pieces, than for smaller 

mailings of, say, 500 pieces. 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross-examination for this witness? 

[No response. 1 

CHAIRMAN GLEIMAN: There does not appear to be 

any. That brings us to oral cross-examination. One party 

has requested oral examination, the United States Postal 

Service. Is there any other party that wishes to 

cross-examine this witness? 

[No response. 1 

CHAIRMAN GLEIMAN: There does not appear to be 

anyone else. Mr. Tidwell, you may proceed. 

MR. TIDWELL: The Postal Service has no questions. 

CHAIRMAN GLEIMAN: If the Postal Service is going 

to pass, that brings us to questions from the bench, if 

there are any? 

[No response. 1 

CHAIRMAN GLEIMAN: There do not appear to be any. 

And if there are no questions from the bench, and there has 

been no cross-examination, there can't be any redirect. 

So, MS. Harrison, that completes your appearance 

here today, and we appreciate your testimony and your other 

contributions to our record. And we thank you and you are 

excused. 

THE WITNESS: Thank you. 

[Witness excused. I 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036  
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CHAIRMAN GLEIMAN: Mr. Hall, you may call your 

next witness. 

MR. HALL: Yes, thank you. Our next witness is 

Mury Salls. 

Whereupon, 

MURY SALLS, 

a witness, having been called for examination and, having 

been first duly sworn, was examined and testified as 

follows: 

CHAIRMAN GLEIMAN: Counsel, you may proceed. 

DIRECT EXAMINATION 

BY MR. HALL: 

Q Mr. Salls, do you have before you a multi-page 

document, the cover page of which is labeled "Exhibit 

MMA-T-3" and is entitled "Direct Testimony of Mury Salls on 

Behalf of Major Mailers Association," dated May 22, 2000?  

A Yes. 

Q Should any changes or corrections be made in that 

testimony? 

A NO. 

Q Do you adopt that testimony as your sworn 

testimony in this proceeding? 

A Yes, I do. 

Q Do you also have before you a two page document 

which is labeled, on the upper righthand corner, "Exhibit 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue. NW. Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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MMA-3A"? 

A Yes. 

Q Are there any corrections of changes which need to 

be made in that exhibit? 

A No. 

Q And was that exhibit prepared by you or under your 

direction and supervision? 

A Yes, it was. 

MR. HALL: At this time, Mr. Chairman, I would 

like to move admission of Exhibit MMA-T-3, Mr. Salls' 

testimony and also his Exhibit MMA-3A. Once again, I have 

given two copies of each of those documents to the reporter. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. 1 

CHAIRMAN GLEIMAN: Hearing none, the testimony and 

exhibit of Witness Salls will be received into evidence and 

transcribed into the record. 

[Direct Testimony and Exhibit of 

Mury Salls, MMA-T-3 and MMA-3A, 

were received into evidence and 

transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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Exhibit MMA-T-3 

BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, D.C. 20268-0001 

Postal Rate and Fee Changes Docket No. R2000-I 

DIRECT TESTIMONY OF 
MURY SALLS 

ON BEHALF OF 
MAJOR MAILERS ASSOCIATION 

May 22,2000 



12261 

I 
2 
3 
4 

5 

6 

1 

8 

9 

10 

I I  

12 

13 

14 

I5 

16 

17 

I8 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Mury Salk 
On behalf of 

Major Mailers Association 

1. Qualifications 

My name is Muly Salk My business address is 4388 Shackleford Road, 

Norcross, GA 30093. 

I am Executive Vice President of AccuDocs, a document processing company, 

which mails more than 300 million statements, invoices, and other consumer notices 

annually. AccuDocs provides document management services from seven production 

facilities to over 600 clients nationwide. Our clients represent many industries, 

including telecommunication, financial, insurance, brokerage, utility, and retail. 

Postage, primarily First-class, represents a significant portion of the funds expended by 

AccuDocs. on behalf of these clients, to distribute these critical documents. 

I am one of the co-founders and current President of Major Mailers Association, 

a group of quality First-class mailers. These mailers use First-class Mail for the 

overwhelming share of their mailings; as a general rule, they have no significant interest 

in other mail classes. 

On behalf of Major Mailers Association, I am a representative to the Mailers 

Technical Advisory Committee, an adjunct to the Postal Service. I co-chaired the First- 

Class Committee for four years, co-chaired the Classification Reform Letters 

Implementation Advisory Group and currently serve as the co-chair of the work group 

for implementation of new acceptance procedures. 

I have testified before this Commission in Docket No. MC-95-1. 

I received a Bachelor of Science degree in Business Administration in 1983 from 

the University of Nevada, Reno 

27 II. Purpose and Scope of Testimony 

28 

29 

30 

31 

MMA witness Richard E. Bentley explains why the Postal Service’s proposed 

additional-ounce rate structure is improper for technical ratemaking reasons. See 

Exhibit MMA-T-1. The purpose of my testimony is to explain why, from a business 

perspective, this rate structure is anomalous for the Postal Service and for mailers. 
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I recommend that the Commission focus on this issue now and change the additional- 

ounce rate structure by extending the 4.6-cent heavy weight discount to pieces 

weighing between 1 and 2 ounces. 

111. Discussion of Issues 

Under current rates, First-class single piece mail is charged 22 cents for the first 

additional and each ounce thereafter, and, for presort mail, a heavy weight discount of 

4.6 cents applies to letters weighing over 2 ounces. As proposed by the Postal Service 

in this case, a First-class single-piece letter weighing between 1.1 ounces and 2 

ounces will cost the mailer 23 cents more than a one-ounce letter, and a single-piece 

letter weighing between 2.1 ounces and three ounces will cost the mailer 46 cents more 

than a one-ounce letter. This ratekost relationship should not be accepted, especially 

since the Postal Service proposes to continue the uniform rate, regardless of weight up 

to 3.0 ounces, for letters mailed under Standard Mail (A) rates. 

From a market-based point of view, the Postal Service’s proposed First-class 

rates for the second and third ounces make no sense. Many potential First-class 

automation mailers, such as AccuDocs, send out bills to both households and non- 

households. For the most part, these mailings are light and normally qualify for the first- 

ounce rate, which currently ranges from $0.27 for Basic Automation to $0.243 for 5-digit 

Automation mail. However, mailers can and often do include advertising and other 

messages with their bills. These additional inserts can increase the weight of letters by 

as much as one ounce or more. 

At AccuDocs, significant effort is takei to work witt- our clients to manage what 

materials can be included with outgoing bills because of the First-class threshold rate 

increases at two and three ounces. As the weight of our mail piece exceeds one 

ounce, we are quite cognizant of the 22-cent postage “penalty” that awaits us. Under 

the Postal Service’s proposals in this case, the penalty for mail pieces weighing more 

than 1 ounce and up to 2 ounces would be 23 cents. 

Mailers have several choices about how to distribute these additional bill insert 

materials to their customers. The first option is to include them along with the bill and 

pay the additional First-class postage. As I just stated, this is very expensive, 

2 
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especially when one considers, as the Commission has often observed, that the Postal 

Service actually incurs little or no additional cost to process these heavier mailings on 

automated equipment. 

Second, mailers can choose simply not to send the insert materials. This 

particular option does not serve the interests of mailers, their customers, or the Service. 

Third, mailers can use another option that is critical to the issue at hand. Mailers 

can and do “break up” their mailing into two separate mailings-a First-class mailing 

limited to one ounce per piece: and a Standard (A) mailing in which each piece can 

weigh up to three ounces. Under this option, mailers pay substantially less postage 

than they do under first option, even though the Postal Service incurs significantly 

greater costs to handle and process twice the number of mail pieces. 

Using this last option, we can send up to 3 ounces of advertising or other insert 

materials at Standard Mail (A) rates, and our postage will be under 18 cents for each 

letter at the Postal Service’s proposed rates. On the other hand, the First-class 

postage from our first option will cost 23 cents just for one additional ounce. Thus, by 

using the last option, we have quite a cushion of postage savings to pay for the 

additional costs of printing envelopes, and handling and mailing that we incur. 

A simple illustration will serve to demonstrate the uneconomic incentives 

inherent in the existing additional ounce rate structure for First Class. Suppose 

AccuDocs plans to mail 10,000 two-ounce automation-compatible, prebarcoded letters 

that are presorted to 3digits. Our first option is to send all of the letters via First-class 

and pay the two-ounce rate of 50.1 cents.’ Our second option is to split each two- 
ounce letter into two letters, each weighing one ounce, and mail 10,000 pieces twice- 

one set of 10,000 letters at the First-class 3-digit Automation rate of 27.1 cents each, 

and the second set of 10,000 letters at the Standard Mail (A) rate of 17.6 cents each. 

Under the second option, our total postage costs are reduced from $5,010 to $4,470, a 

savings of $540, more than enough to justify the two mailing approach. See Exhibit 

MMA-3A (Table 1). As an added bonus, we could, if we wish to, send an additional 

For purposes of this example, I have used the Postal Service’s proposed 3digit Automation rate Of 27.1 I 

cents for the first ounce and 23 cents for the second ounce. 

3 



12264  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I I  

I2 

13 

14 

,I5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

I 

25 

26 

2 ounces of advertising materials at the Standard Mail (A) rates, without incurring any 

additional postage charges. 

While the two mailings approach may make sense for mailers due to the built-in 

anomaly in the current rate schedule, that operating procedure makes absolutely no 

sense for the Postal Service. MMA witness Bentley advises me that it costs the Service 

considerably more to process 20,000 one-ounce letters than it does to process 10,000 

two-ounce letters. In my opinion, it does not make sense to have a rate structure that 

encourages First-class mailers to save postage by splitting up their mailings and 

diverting a portion from First-class to Standard Class. Such a rate structure does not 

encourage the efficient use of postal resources or the resources of private sector 

mailers. Moreover, such a rate structure sends the wrong signal to mailers and 

ultimately the recipients of these duplicative, wasteful mailings. 

MMA witness Bentley proposes that the second-ounce rate for workshare First- 

Class letters be reduced by extension of the 4.6-cent heavy weight discount to such 

pieces. Such an approach, combined with the modest increases in the presort 

discounts MMA is proposing, will help to reduce somewhat the unreasonably high 

revenue burden workshare mailers currently bear. Extending the heavy weight discount 

to letters weighing more than 1 ounce also will effectively eliminate the significant rate 

anomaly that exists in the First-class rate structure today and will persist under the 

Postal Service's First-class rate proposals. In that regard, using MMAs 3-digit presort 

rate of 26.6 cents and applying the 4.6-cent heavy weight discount to the second 

ounce, reduces the postage cost differential between the one First-class mailing of 

2-ounce pieces and the two I-ounce mailings from $540 to $80. See Exhibit MMA-3A 

(Table 2). As a practical matter, under MMAs proposal there would no longer be any 

meaningful incentive for mailers to break up their mailings in the manner I have 

described. 

4 
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EXlBlT MMA-3A 
Page 1 of 2 

Table 1 

Comparison of Alternative Postage Costs for 2-Ounce Letters 
(USPS Proposed Rates) 

1 02. First Class 
102. Standard 

Total 

(1) Illustrative quantity 

Volume 

(2) USPS proposed rates for 3-digit First-class Automation 

(3) (1)X(2) 
(4) USPS proposed rates for 3-digit Standard Automation with BMC discount 

(5) (1)x(4)  
(6) (3) or (5) as appropriate 

st2 

Rate 

$0.176 

Posta e Posta e 

$ 1.760 $ 1760 

$ 540 

PI I11 - PI 
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EXlBlT MMA-3A 
Page 2 of 2 

Situation 
MMA Prowsed Rates: 
2 02. First Class 

1 02. First Class 
102. Standard 

Table 2 

Comparison of Alternative Postage Costs for 2-Ounce Letters 

Volume Rate 

10,000 5 0.450 

10,000 5 0.266 
10,000 

(MMA Proposed Rates) 

(1 )  (2) (3) 
r (4) (5) (6) 

Firs 

I I I  

:lass 
Postage 

5 4,500 

5 2,660 

ISplit Mailing Savings 

(1 )  Illustrative quantity 
(2) MMA proposed rates for 3digit First-class Automation 

(3) (1)x(2) 
(4) USPS proposed rates for 3-digit Standard Automation with BMC discount 

(5 )  (1)X(4) 
(6) (3) or (5) as appropriate 

6 

StE 
Rate 

6 0.176 

Total 
Posta e Posta e 

S 1,760 

80 
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CHAIRMAN GLEIMAN: There was no designated written 

cross-examination indicated prior to the hearing. Does 

anyone today have any written cross-examination for this 

witness that they would like to designate? 

[No response. I 

CHAIRMAN GLEIMAN: If there is none, that brings 

us to oral cross-examination. We also had no requests for 

oral cross-examination of this witness. 

Is there anyone here today who wishes to cross 

this witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to 

questions from the bench, if there are any? 

[No response. 1 

CHAIRMAN GLEIMAN: And there do not appear to be 

any. 

Mr. Salls, that completes your appearance here 

today, also. And we appreciate your appearance and your 

contributions to our record, and we thank you, and you are 

excused. 

THE WITNESS: You're welcome. 

[Witness excused. I 

MR. HALL: I believe our next witness is Richard 

E. Bentley. 

CHAIRMAN GLEIMAN: Mr. Bentley, could I ask you to 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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raise your right hand, please? 

Whereupon, 

RICHARD E. BENTLEY, 

a witness, was called for examination by counsel on behalf 

of the Major Mailers Association and, having been first duly 

sworn, was examined and testified as follows: 

CHAIRMAN GLEIMAN: Please be seated. 

Counsel, you may proceed. 

DIRECT TESTIMONY 

BY MR. HALL: 

Q Thank you, Mr. Chairman. Mr. Bentley, do you have 

before you a multipage document that bears the label 

"Exhibit MMA-T-1" and is entitled, "Testimony of Richard E. 

Bentley on behalf of Major Mailers Association" dated May 

22, 2000? 

A Yes, I do. 

Q Does that document contain corrected pages 20, 28 

and 32, which were previously filed as an MMA errata in this 

proceeding? 

A Yes. 

Q And are there any other changes or corrections 

which need to be made in that document? 

A No. 

Q Do you adopt that as your sworn testimony in this 

proceeding? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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A Yes, I do. 

Q And just for the record, that document would also 

include Attachment 1, which contains your experience and 

background, is that correct? 

A Yes, and my exhibits. 

Q We'll get to that - -  

A Sorry. 

Q - -  right now. Do you have before you a two-page 

exhibit that is marked as Exhibit MMA-1A and is entitled, 

"Summary of Commission's Actions on the Benchmark from which 

to Measure Work Share Cost Savings"? 

A Yes. 

Q Are there any changes or corrections that need to 

be made in that exhibit? 

A No. 

Q Was that exhibit prepared by you or under your 

direction and supervision? 

A Yes. 

Q Next, do you have before you a multipage exhibit 

marked a Exhibit MMA-lB, entitled, "Summary of Estimated 

USPS Test Year Finances Under Various Assumptions"? 

A Yes, I have that. 

Q And does that exhibit contain pages, revised pages 

3A, 3B, 4A, and 4B, which were previously filed as errata in 

this proceeding? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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A Yes. 

Q And was that exhibit prepared by you or under your 

direction and supervision? 

A Yes, it was. 

Q Next, do you have before you a multipage - -  pardon 

me, a two-page exhibit that is marked ExhibiT. MMA-1C 

entitled, "Derivation of Potential Revenue Reduction from 

MMA's First Class Rate Proposals1'? 

A Yes, I do. 

Q Do any changes or corrections need to be made in 

that exhibit? 

A No. 

Q And that exhibit was prepared by you or under your 

direction and supervision? 

A Yes. 

Q Finally, do you have before you a two-page - -  

pardon me, a multipage exhibit marked as Exhibit MMA-1D 

entitled "Comparison of Selected TYAR First Class and 

Commercial Standard A Data"? 

A Yes. 

Q Are there any changes or corrections which need to 

be made on that exhibit? 

A No changes. 

Q And that exhibit was prepared by you or under your 

direction and supervision? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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A Yes, it was. 

MR. HALL: At this point, Mr. Chairman, I would 

like to move into evidence Exhibit MMA-T-1, Exhibit MMA-lA, 

-1B, -lC and -lD that we have previously identified. 

CHAIRMAN GLEIMAN: If you have not already 

provided copies to the court reporter if you would do so I 

will direct that the material be transcribed into the record 

and received into evidence. 

MR. HALL: I have provided two copies to the 

reporter. 

[Direct Testimony and Exhibits of 

Richard E. Bentley, MMA-T-1 and 

Exhibits MMA-lA, MMA-lB, MMA-lC, 

and MMA-1D were received into 

evidence and transcribed into the 

record. 1 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D . C .  20036 

(202) 842-0034 
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My name is Richard E. Bentley. I am President of Marketing Designs, Inc., a 

marketing and consulting firm. My business address is 9133 Ermantrude Court, Vienna 

VA 22182. 

I began my career as a market research analyst for the Postal Rate Commission 

in 1973 and remained there until 1979. As a member of the Officer of the Commission's 

technical staff (now the Office of Consumer Advocate), I testified before the Postal Rate 

Commission in four separate proceedings. Since leaving the Commission, I have 

testified before the Commission as a private consultant in every major rate case, most 

recently in Docket No. R97-1, and the most recent major reclassification case, Docket 

No. MC95-1. A more detailed account of my 20-plus years of experience as an expert 

witness on postal ratemaking and classification is provided as Attachment I to this 

testimony. 

I have been President of Marketing Designs, Inc. since 1982. Marketing Designs 

provides specialized marketing services to retail, commercial, and industrial concerns, 

as well as consulting services to a select group of private clients. 

I received a Bachelor of Science degree in Industrial EngineeringlOperations 

Research from Cornell University in 1972. The following year I was awarded a Master's 

degree In Business Administration from Cornell's Graduate School of Business and 

Public Administration. I am a member of Tau Beta Pi and Alpha Pi Mu engineering 

honor societies. 

27 

28 

29 

30 

3 1  

B. Purpose and Summary of Testimony 

Major Mailers Association ("MMA) asked me to review the Postal Service's 

proposals in this case for increased rates and fees, especially the proposals that relate 

to First-class Mail generally and workshare mail specifically. The purposes of my 

testimony are to evaluate the Postal Service's proposed rates in light of the 
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requirements of the Act and the long-term goals of the Commission, to report my 

analyses of the major issues affecting First-class presort mailers, and to present MMAs 

recommendations to the Commission. 

One of the most important issues presented in this case involves the appropriate 

method for attributing costs. As it did in Docket No. R97-1, the Postal Service has 

proposed to modify the Commission's methodology for attributing costs to the various 

subclasses and services. More specifically, Postal Service witnesses purport to show 

that labor costs -- the major cost component -- do not vary 100 percent with volume. 

This aspect of the Service's case is fundamentally at odds with the Commission's 

consistently held position that labor costs do vary 100 percent with changes in volume, 

The Service's proposal to radically change the established approach to the 

development of attributable costs fosters two apparent long-term objectives for the 

Postal Service: to reduce the level of overall attribution, thereby providing the Service 

more leeway and discretion in setting rates, and to reduce the level of measured cost 

savings for First-class Presorted letters. I urge the Commission to reject this proposal 

and stand firm on its long-standing position that labor costs do vary 100 percent with 

changes in volume.' 

One of the Commission's long-term goals has been to reduce the revenue target 

burden for First-class mailers. The Commission has often noted its intent to 

recommend rates for the two largest revenue producers, First-class and Standard Mail 

(A), that will result in markup indices that are at or near the c;tstem-wide average. 

Despite the Commission's best intentions, however, the rates recommended in the last 

several rate proceedings have significantly increased the relative revenue burden borne 

by First-class mailers. In light of these developments, a clear and direct way to get 

back on track to meeting the Commission's revenue target goals for First Class and 

Standard Mail (A) would be to recommend that the First-class I-ounce stamp rate 

remain at 33 cents. However, I recognize that, under the circumstances presented in 

this case, it may be difficult for the Commission to choose that course. 

' In addition, I note that having to evaluate proposed rate changes under two separate costing 
methodologies unduly complicates all of the cost studies. and makes comparisons of subclass 
contributions to USPS institutional costs, as required by the Act, quite difficult. 

2 
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A logical alternative is for the Commission to recommend a 1-cent increase in the 

basic First-class rate, as the Postal Service requests, but find other ways to reduce the 

First-class revenue burden. One reasonable solution is for the Commission to 

recommend modest increases in the First-class presort discounts. I recommend this 

approach to the Commission, especially in light of obvious flaws in the Postal Service's 

proposed methodology for measuring workshare cost savings. 

The Commission can also provide rate relief to First-class mailers by modifying 

the rate design for additional ounces. Despite a new study that purports to measure the 

impact of weight on postal costs, the Postal Service once again has failed to measure 

the precise impact that weight has on costs. Therefore, there is no valid reason for the 

Commission to change its longstanding view that, in an automated environment, mail 

processing costs are virtually unaffected by the fact that a letter weighs 2 ounces rather 

than 1 ounce. Accordingly, I recommend that the rate for First-class 2-ounce presort 

letters be reduced. 

My final recommendation is that the Commission be especially vigilant in 

examining all aspects of the Postal Service's claimed cost increases in this case. The 

need for this scrutiny is heightened in this proceeding because $1.7 billion or 

approximately one half of the Service's total increased costs result from'the Postal 

Service's proposal to increase the contingency two and one-half times, from 1% to 

2.5%. 

The specific MMA First-class proposals are set forth below in Table 1. 

3 
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First-class Category Discount First Ounce Discount First Ounce 
34.0 Single Piece 34.0 

Non-Automation 2.0 32.0 2.0 32.0 
6.0 28.0 6.2 27.8 Basic Automation 
0.9 27.1 1.2 26.6 3-Digit Automation 

5-6igit Automation 1.8 25.3 1.8 24.8 
Carrier Route 0.5 24.8 0.5 24.3 
Heavv Wt Discount 4.6. 4.6** 

. ____ 
~ .... ~- ~ .- 

. .. . . ~ ~- ~ .. - .  ~.~ ~ 

~~~~~ . ~~ 

__ ~ ~~~~~ 

. ..~ ~~~ - -_ 

Table 1 

Comparison of USPS and MMA Proposed First Class Rates 
(Cents) 
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11. FIRST-CUSS RATE LEVELS NEED TO BE REDUCED 

A. The Commission's Prior Recommendations and Considerations 

The Commission has long sought to establish and maintain an equilibrium 

condition for the First-class revenue target. Nevertheless, in case after case since 

Docket No. R84-1 the Commission has, albeit with some reluctance, recommended 

First-class rates that were higher than it would like them to be. Consider the following 

Comnission statements: 

PRC Op. R87-1 (at 400 and footnote 14): 

We have chosen to recommend First-class rates which produce a greater 
contribution towards institutional costs than would have been generated by our 
target First-class coverage 

Our decision to recommend rates which result in coverage for First-class which is 
somewhat above the average should be recognized as a one time variation from the 
historic, near average level we continue to believe best reflects the policies of the 
Act. In future cases we expect First-class to return to that traditional level. 

4 
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PRC Op. R90-1 (at IV-33-4, footnote 16): 

This is the second consecutive case in which we might have raised First-class rates 
less, and raised third-class rates more, but for the potential impact of such increases 
on third-class mailers. Thus, despite our rate adjustments, the situation in which 
First-class mailers are providing revenues which more properly should be provided 
by third-class mailers is perpetuated. We must comment that the choice between 
unduly burdening First-class business and personal correspondence and imposing 
even greater percentage rate increases on businesses which rely on third-class for 
essential services is particularly difficult, and the Postal Service and mailers should 
be aware that the current status is consistent with the Act only as a short-term 
remedy. 

PRC Op. R94-1 (at IV-16): 

[Tlhe other consequence of implementing [a reduced First-class rate] in this case 
would have included average rate increases of 17 percent for third-class, 24 percent 
for second-class regular rate, and even greater increases for the parcel subclasses 
in fourth-class mail . . . Rate increases of these magnitudes would cause the 
Commission serious concern about their effects upon mailers.. .The Commission 
regards [its] pricing recommendations as compromises, but compromises that are 
appropriate in view of the extraordinary considerations in operation here. 

PRC Op. MC95-1 (at I-8)(citations omitted): 

The Commission has expressed its reluctance to shift too large a share of the total 
institutional cost burden to First-class in several recent omnibus rate cases. The 
Commission's willingness to establish an additional subclass within Standard Mail 
should not be interpreted as a retreat from the view that the largest volume 
subclasses in First-class and Standard Mail should have roughly equivalent markup 
indices. 

The last omnibus rate case presented the Commission with the same basic issue 

but this time the situation was complicated by the fact that the additional revenues 

requested by the Postal Service were much lower than usual. The Commission's initial 

inclination was to hold the First-class single piece rate at 32 cents, but found that this 

could not be accomplished "without imposing undue rate increases on other classes Of 

mail." Op. R97-1 at 275. In order to reduce the First-class burden, the Commission 

found that "some relief can be provided to mailers of First-class by lowering the 
additional-ounce rate and restraining increases for workshared mail." (Id. at 276) 
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B. Maintaining the First-class I-Ounce Rate 

The instant proceeding is not unlike Docket No. R97-1. The total amount of 

additional revenues requested by the Service -- $3.6 billion -- is not exceptionally high 

compared to those in the past. However, rejecting the Service’s proposed 1-cent hike in 

the First-class single piece rate would be difficult because of the potentially adverse 

impact on other mailers. In the test year, First-class volume is expected to grow to 100 
billion pieces. Thus, each penny decrease in the proposed 34-cent First Class rate 

represents about $1 billion of net revenue loss that would have to be made up by other 

classes. In other words, holding the line on the First-class rate would mean that all 

other mailers would have to shoulder the burden of the entire $3.6 billion rate increase. 

It appears that would be very difficult for all other mailers to do. Therefore, I 

recommend that the Commission take the same approach it took in the last case - 
accept the Postal Service‘s proposal for a 1-cent increase in the First-class I-ounce 

rate, while lowering the resulting revenue burden on First-class mailers by reducing the 

rate for additional ounces and workshared letters. 

I am not saying that a 33-cent First-class rate could not be justified. Indeed. 

using the traditional yardstick for comparing revenue targets, such a rate is most 

certainly justified in view of the Commission’s past preference for First-class and 

Commercial Standard (A) mailers to have roughly the same markup indices. As shown 

in Table 2, the markup indices for these two largest sources of postal revenues are far 

from being “roughly” equal. In fact, under the Service’s proposed rates, the markup 

indi-es will be even further apart, with First-class being raised from 132.0 to 145.1 and 

Commercial Standard Mail (A) being lowered from 95.8 to 75.9. Even if the 

Commission rejects the Service’s I-cent increase in the First-class rate, the markup 

indices will still be further apart from what the Commission recommended in Docket NO. 

R97-1. However, not shown in the comparisons provided in Table 2 is the possible $1.3 

billion net revenue shortfall that the Service would face under such a circumstance. 

Therefore, based on its track record in recent cases, I expect that the Commission Will 

be hesitant to make such a recommendation to the Board of Governors. 

6 



12282  

_ _ _ ~  ~ 

.- . - PRC Recommended R97-1 132.0 
145.0 

_ ~ _ _ _  ~ 

USPS Proposal R2000-1 (34 Cents) 

I Table 2 
2 
3 
4 

Comparison of Markup Indices for First-class and Commercial Standard (A) Mail 
Using the Commission's Cost Attribution Methodology 

. ,  
.~ 95.8 

75.9 
- __ 

USPS Proposal R2000-1 (33 Cents) 140.6 80.0 

6 

% of Volume % of Contrib to Cost 
Rate Category Variable Cost Inst. Cost Coverage 
FC Single Piece 33% 34% 156% 
FC Workshare 12% 32% 244% 

Total First-class 45% 66% 180% 
Commercial Std Mail (A) 23% 17% 142% 

_- 

7 

8 

9 

10 

I I  

I2 

13 

14 

15 

16 
17 
18 
19 

- 

Unit Contrib to 
Inst. Cost 

$ 0.1555 
$ 0.1667 
$ 0.1608 
$ 0.0568 

If the Commission recommends an increase in the basic First-class rate, it must 

also recognize that, overall, the First-class revenue burden is too high and take steps to 

lower it. A reasonable place to start is with workshare lette:s, by far the "most profitable" 

major product offered by the Postal Service. Under the Service's proposal, presort 

letters, which account for only 12% of the volume variable costs, will have a 244% cost 

coverage, and contribute to recovery of 32% of the total institutional cost burden. This 

highly efficient mail also contributes 7% per piece more than single piece letters to 

institutional costs, and about three times as much as an average Commercial Standard 

Mail (A) mail piece.* This information is summarized in Table 3 below. 

Table 3 

Comparison of Test Year Finances at USPS Proposed Rates 

Source: Exhibit MMA-1 B at 2A 
20 

Under MMAs proposal for modest reductions in the rates for First-class workshare letters. these 
comparisons will change very little. See Exhibit MMA-16 at 4. 
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To reduce the excessive revenue burden on First-class mailers, I recommend the 

following modest increases in the discounts for workshared letters: .2 cents for 

Automation Basic and .3 cents for 3-Digit Automation. 

Another equitable way to reduce the revenue burden on First Class is to adjust 

the rate for higher weight letters, particularly letters weighing over 1 ounce and up to 3.3 

o ~ n c e s . ~  Letters weighing up to 3.3 ounces are processed on automated equipment at 

little or no additional cost to the Postal Service. However, the existing additional ounce 

rate structure does not reflect these operational realities. As a result, higher weight 

letters pay a very high, disproportionate premium. 

C. MMA's Proposed Solution 

MMA recognizes that, in view of the large volumes involved, the Commission 

again likely will feel constrained to make compromises when evaluating the proposed 

I-cent increase in the basic First-class rate and the First-class revenue requirement 

within the context of the entire case. Therefore, I have limited my proposals to modest 

changes in the Service's proposed rate discounts for presort letters and the rate for 

presort letters weighing between I and 2 ounces. 

Adoption of my proposals will not achieve the Commission's goal.of having 

"roughly equal" markup indices for First-class and Commercial Standard (A) mailers. If 

the Commission accepts all of my proposals, the markup indices for First-class and 

Commercial Standard Mail (A) will be 143.8 and 76.9, respectively. See Exhibit MMA- 

1B at 4A. Thus, even under MMAs proposals the unfortunate "gap" in the markup 

indices for First Class and Commercial Standard (A) will grow wider still from that 

recommended by the Commission in Docket No. R97-1. 

revenue burden on First Class and will provide well-deserved rate relief to presort 

mailers, who have borne a disproportionately large share of the First-class revenue 

burden. If the Commission's analysis of all subclasses indicates that it can further 

reduce the First-class revenue burden, it should do so consistent with its long-term 

goals. 

However, adoption of my proposals will serve to mitigate somewhat the overall 

The maximum weight that barcode sorters'can handle is about 3.3 ounces, the weight limit for First- 3 

Class automation letters. (TR 7.'; 123) 
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111. FIRST-CLASS WORKSHARE DISCOUNTS 

A. The Postal Service's Quandary For Setting Workshare Discounts 

First-class presort mail is the most important mail category within the Postal 

Service both in terms of its contribution to institutional costs and maintenance of a 

financially viable and efficient postal service. First-class presorted letters incur just over 

one-third the volume variable costs as First-class single piece letters incur, but 

contribute almost as much to institutional costs. See Exhibit MMA-1B at 28. With an 

enviable record of consistently strong volume growth, the First-class workshare 

program has exceeded every expectation in terms of its contribution to rate stability and 

the financial success the Postal Service has enjoyed over the past several years. 

But now, as I see the situation, the Postal Service has a problem. On the one 

hand, the Service continues to limit workshare discounts in its rate proposals, perhaps 

because it believes that it can barcode and sort the letters currently prepared by presort 

mailers for less than the current discounts it offers to those mailers. On the other hand, 

the Service has spent billions of dollars deploying automated barcoding and sorting 

equipment, which is working at near capacity levels. So there appears to be a 

conundrum. While the Postal Service would like to limit the revenue it foregoes from 

presort discounts, it cannot possibly handle the additional volume that could revert back 

from the presorted categories to single piece. 

So what does the Postal Service do? First, it seeks to further its long-term 

objective by narrowing further the definition of derived cost savings. Then it proposes to 

maintain First-class presort discounts at current levels by simply disregarding its own 

witness' derived cost savings. Table 4 compares and contrasts the Postal Service's 

derived unit cost savings (based on the presort cost analysis presented by USPS 

witness Miller) and proposed discounts in this case, with the Commission's derived cost 

savings and recommended discounts in Docket No. R97-1. 
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PRC Docket No. R97-1 

7.2 6.0 
First-class Category Cost Savings I Discount 
Basic Automation 

Table 4 

Comparison of First-class Presorted Cost Savings 
And Proposed Discounts 

(Cents) 

USPS Docket No. ROO-1 
Cost Savings 1 Discount 

~ 4.9 6.0 .- 
3-Digit Automation 
5-Digit Automation ~~~~ 

- ~~~~~ ~ .. 

Carrier Route 
I 

h c e s :  Docket N x w R C O P  ~ ~- at 297, USPS-T-24 ~- at 18 
~~~~ 

' 
7 

0.9 0.9 1 .o 0.9 
1.8 ~- 1 .a 1.2 1.8 
0.5 0.5 0.3 0.5 

~~~ ~- .. . .. ~~~. 
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As Table 4 shows, in Docket No. R97-1 the Commission recommended a 

discount of 6 cents for Basic Automation presort letters based on its finding that the unit 

cost savings were 7.2 cents. By contrast, Postal Service witness Fronk is now 

proposing to maintain the 6-cent discount for Basic Automation letters even though 

USPS witness Miller found the workshare -related unit cost savings for Basic 

Automation letters was only 4.9 cer~ts .~ 

Recognizing that his proposed discounts are much greater than the cost savings 

estimates provided to him, Mr. Fronk designs his proposals without limiting himself 

"exclusively" to cost avoidance considerations. See USPS-T-33 at 19.5 In fact his 

proposal to maintain the current discount level appears to ignore such considerations 

altogether. 

counter intuitive proposal in this case, it is necessary to understand the real world 

In order to understand why the Postal Service is making such an apparently 

Postal Service witness Miller subsequently updated his unit cost savings for Basic Automation letters to 
5.2 cents and 5-Digit to 1.3 cents. USPS witness Fronks proposal to leave the Basic Automation 
fiscount at 6 cents was based on USPS witness Miller's original 4.9-cent unit cost savings. (TR 12/4863) 

Mr. Fronk points to three major considerations for not giving effect to the specific cost savirjs estimates 
that USPS witness Miller provided to him: (1) the value of mailer worksharing. (2) the avoidance of rate 
impact disruptions and (3) the prebarcoding of leners by mailers. See USPS-T-33 at 33. 
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situation facing the Postal Service. The relevant facts and considerations are as 

follows: . 
0 

. 
e 

0 

Presort letter volumes continue to grow at an unprecedented rate, while 
single piece volumes are stagnant at best. 

Despite an ambitious program of deploying automated processing 
equipment with technologically advanced barcoding functions, the Postal 
Service's barcoding capabilities are already at capacity. Indeed, 
according to USPS witness Kingsley. the Postal Service barcoding 
operations are working at full capacity even though the Postal Service 
barcodes just one-fourth of all letters,6 far less than the Postal Service 
originally anticipated and likely to be even lower in the future.' 

Workshare mailers continue to increase their capacity to prebarcode mail 
by purchasing barcoding and presorting equipment. 

Presort bureaus continue to expand further and mature. 

As witness Fronk correctly attests, the Postal Service would face serious 
operational difficulties if large portions of workshared mail reverted back to 
the Postal Service for sorting and barcoding. See USPS-T-33 at 34 
(revised); TR 21/8635-36. 

These real world considerations point to one inescapable truth: the Postal 

Service and large First-class presort mailers need each other.' As discussed below, 

the workshare cost savings continue to be significantly greater than the discounts 

offered by the Postal Service. The Commission should nurture this mutually beneficial 

relationship by increasing presort discounts rather than reducing them in real terms as 

the Postal Services proposes. 

See TR 31693. In AP 13, FY 99, the Postal Service barcoded 25.6% of all letters, while mailers 

With stagnant First-class single piece volumes and growing volumes within both First-class and 

S 

barcoded the remaining 74.4%. See USPS-T-10 at 0. 

Standard Mail (A) automation categories, the percentage of letters to be barcoded by the Postal Service 
in the test year will tend to go down even more. Certainly, even the Postal Service must be surprised that 
its original 1989 projection, %hereby mailers would bsrcode just 40% of all letters, is so far off base. See 
USPS-T-10, at 8. footnote 5. 

Mailers want low rates and good service. The Postal service wants to provide good service at low rates. 

7 
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B. Inappropriate Changes In Postal Service Costing Methods Result In 

In Docket No. R90-1, the Postal Service argued "that the value of mailer 

Artificially Reduced Workshare Cost Savings 

presortation to the Postal Service is anticipated to decline" as a reason for not 

increasing presort discounts. See PRC Op. R90-1 at V-27. That dire prediction never 

materializedg and the Commission has raised the discount each time the issue was 

brought before it. Now, a decade later, USPS witness Froiik has issued a similar 

warning. Referring to USPS witness Miller's workshare cost savings study, he states, "if 

the cost data presented in this docket are the beginning of a new cost trend indicating 

that the value of worksharing to the Postal Service has peaked, then the mailing 

community might anticipate smaller discounts in the future." See USPS-T-33 at 20 and 

27. The Commission should not heed this warning either. 

In this case the Postal Service's derived workshare cost savings are, indeed, 

lower than those derived in the last proceeding; but only because the Service's new 

methodology insures that they will be lower. For reasons discussed below, I do not 

agree with Mr. Miller's methodological changes for measuring presort cost savings and, 

therefore, cannot agree with the conclusions Mr. Fronk drew from that analysis. I 

encourage the Commission to be just as cautious in evaluating Mr. Fronks remarks, 

particularly in light of what has occurred in the past." 

C. MMA's Proposed Workshare Cost Savings 

In order to estimate test year workshare savings, I generally followed the cost 

analysis presented by USPS witness Miller. However, 1 have incorporated three 

important changes: 

1. Rather than using the Postal Service proposed cost attribution method, which 
assumes that labor costs do not vary 100% with volume, I used the 
Commission-approved cost attribution methodology from Docket No. R97-1. 

The truth is that the value of workshanng has not declined ovdr the past decade and the Postal Service 
has provided notn ng to show Inat it has Time series cost data for presort ana nonpresort letters indicate 
that over tne past 10 years unit costs in constant o311ars have decreased about the Same amOUnt See 
%der 1289. Altachrnent A at 2 

alleged that the valde of worksharing to tne Postal Service has peakeo ' See TR 12/4730 
Mr Fronk seems now to be backing away from that position Subsequently, he stated 'I have not 

I2 
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13-Digit Automation 
,5-Digit Automation 

CSBCSlManual 
Carrier Route 

2. Rather than accepting USPS witness Miller's proposal to disaggregate cost 
pools into three categories, b, workshare-related (proportional), workshare- 
related (fixed) and non-workshare related (fixed), I utilized the Commission's 
method from Docket No. R97-1 encompassing just the first two categories. 

3. Rather than using bulk metered mail (BMM) as the benchmark from which to 
measure cost savings, I used metered mail letters (MML). 

My analysis demonstrates that workshare cost savings are considerably higher 

than those derived by USPS witness Miller. Moreover, there are additional cost savings 

that the Postal Service realizes as a result of mailers' worksharing efforts. These 

related savings include cost savings that occur due to window service costs, which 

presort mail avoids, and downstream savings that occur because presort mailers are 

subjected to additional, expensive pre-certification requirements. The latter include 

regulations concerning move update provisions and the enclosure of pre-approved, 

prebarcoded reply envelopes. Consideration of these related cost savings could add 

well over 2 cents to derived workshared cost savings, but such costs are not included in 

my derivation of presort cost savings shown below in Table 5. 
Table 5 

MMA Derived Workshare Cost Savings 
(Cents) 

~~ ~~~ ~ 

8.87 ~ Basic Automation 1.52 
1.87 3-Digit Automation 6.99 

9.63 5-Digit Automation - 
9.16 CSBCSlManual 0.47 

_ ~ _  
~ ~ 

__ 

IWorkshare Related I Benchmark 1 Workshare Related 
First-class Cateaotv I Unit Cost I Cateaorv I Cost Savinas 

, I ~ 

Source: MMA-LR-1 at 2 , -__ 

As shown in Table 6. my derived cost savings are slightly lower for Basic 

Automation, but higher for 3-Digit Automation, than the cost savings the Commission 

derived in Docket No. R97-1. 
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First-class Category 
Basic Automation 
3-Digit Automation 
5-Digit Automation 

- 

~ .~ 
Carrier Route 

Derived Workshare-Related Derived Unit Cost Savings 
PRC (R97-1) MMA MMA Proposed Change 

-0.29 
~~ ~~ 

7.20 6.91 
0.90 1.52 0.62 
1.80 1.87 0.07 

~~~~ ~ _ _  
0.50 0.47 -0.03 

7 

8 

9 

1 IO 
I I  

c_ I2 

14 
13 

First-class Category 
Basic Automation 
3-Digit Automation 
5-Digit Automation 

As shown in Table 7, my derived unit cost savings are higher for Basic 

Automation and every subsequent category than the cost savings derived by the Postal 

Service. 

Table 7 

Comparison of USPS and MMA Unit Workshare Cost Savings 
(Cents) 

Derived Workshare-Related Unit Cost Savings 
USPS MMA MMA Derived Increase 
5.18 6.91 1.73 
1.01 1.52 0.50 
1.28 1.87 0.59 

Carrier Route 0.35 0.47 0.12 

16 

17 
18 Methodology 

19 

20 

21 

22 

23 

D. MMAs Proposed Changes to the Postal Service's Cost Savings 

The changes that I have made to USPS witness Miller's workshare cost savings 

analysis are not really changes at all. I have simply followed the Commission's Docket 

No. R97-1 cost methodology to the extent possible, plus I have added in mail 

preparation costs. Below I discuss the reasons why I urge the Commission to accept 

my methodology for measuring workshare cost savings. 
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I. The Commission Should Not Adopt The USPS Cost Attribution 
Methodology 

In this case, the Postal Service attributes costs on the assumption that labor 

costs do not vary 100% with volume. Although a technical analysis of the Service's 

proposed cost methodology is beyond the scope of this testimony, my opinion regarding 

the USPS proposed cost attribution methodology has not changed since the Postal 

Service made a similar proposal in Docket No. R97-1. The Postal Service's 

methodology reduces the amount of total attributable costs and runs counter to 

important policy goals of this Commission. 

Ever since the Commission was first established, the Postal Service has 

endeavored to maximize its own flexibility over the pricing of postal services by 

minimizing the proportion of total postal costs considered to be attributable to particular 

subclasses and services. Achieving that objective would allow the Service to assign the 

"pot" of remaining costs based on the subjective criteria of the Act. In this case, 

application of the Postal Service's methodology reduces the overall level of cost 

attribution by $3.5 billion. Under the Service's methodology, these formerly attributable 

costs are converted to institutional costs that can be "assigned" on the basis of 

discretionary "pricing" judgments. 

As I noted in the last case, "[llf the Service succeeds, First-class Mail will suffer. 

As the Commission knows, the Service has traditionally used its discretion over the 

"pot" of institutional costs to assign an excessive portion to First-class Mail." See 

Docket No. R97-1. Exhibit MMA-T-1 at 8. The Postal Service's new costing method 

would also mask the use of the Commission's traditional yardsticks for evaluating the 

historical relationship and fairness of its proposed rates." 

The Service's proposed change in the accepted cost attribution methodology 

would also reduce the derived workshare cost savings. Executing USPS witness 

Miller's cost analysis but using the Commission's cost attribution methodology increases 

the cost savings for Automation letters by 10% to 13%. These results are shown in 
Table 8. 

These data references include cost coverages, markups and markup indices. :I 
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Table 8 

Comparison of Unit Cost Savings for First-class Automation Letters 
Using Different Cost Attribution Methodologies 

(Cents) 

, I Unit Cost Savings I Unit Cost Savings IUSPS % Understatement1 
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First-class Category USPS Method PRC Method of Cost Savings 
Basic Automation 5.2 5.9 13% 

12% 1 .o 1.1 3-Digit Automation 
1.3 1.4 10% 5-Digit Automation 

_____ ~~~~~~ __ . _ ~ _  
. ~~~ ~ ~~~ ~ ~ . ~~ ~ ~ ~~ 

-~ ~ ~~ ~ ~ ~ ~ ~. 
Carrier Route 0.3 0.5 50% 

Sources: USPS~LR- I -162A- (~v~3 i f l /OO)  and USPS-LR-1-147 (revzed 4/1OiOO) 
_ _ _ _ _ ~ . _  ~ ~~ ~ 

2. The Commission Should Not Remove Relevant Costs Pools From 
The Cost Savings Analysis 

USPS witness Miller removes the costs found in 22 MODS cost pools from his 

analysis because he deems them unrelated to worksharing. Eliminating these costs, 

which he defines as non-workshare-related (fixed), reduces his derived cost savings by 

.63 cents for the Basic Automation category and by about 30% for 3- and 5-digit 

automation letters. The removal of such costs is inappropriate for at least two reasons. 

a. Sampling Error 

USPS witness Miller merely assumed that “unit costs by cost pool are accurate.” 

He did not perform any independent analysis to confirm his belief about the accuracy of 

In-Office Cost System (IOCS) cost data at the MODS cost pool level. See TR 713107, 

3128. That omission is troubling. 

When costs from the Postal Service’s data systems are disaggregated to very 

low levels, they tend to lose some of their accuracy. I have discussed the possibility of 

sampling errors with regard to lower levels of IOCS cost data in earlier dockets. See 

Docket No. R87-1, CPUM/ARF-T-1 at 45; Docket No. R90-1, CPUMINRF-T-1 at 15. 

Others have echoed my concerns about how well the IOCS system separately pinpoints 

mail processing distribution activities for presorted and nonpresort mail. In Docket NO 

R87-1, former Assistant Postmaster General Arthur Eden testified that the IOCS may 

16 
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have some problems in providing precise cost information down to specific mail 

processing activities. He stated, "[llt is my understanding that the IOCS was not 

designed to give precise estimates at the level of disaggregation based on tallies for 

individual operation codes, particularly for subsegments of classes of mail." See Docket 

No. R87-1. TR 20/14,742. In the same case, Mr. Miller's current manager also 

expressed "reservations about how well the In-Office Cost System separately pinpoints 

mail processing distribution activities for presorted and nonpresort mail." See Docket 

No. R87-1, USPS-LR-E-151 at 4. 

Another problem with Mr. Miller's reliance upon disaggregated cost pool data is 

that the cost pools have been significantly "massaged," &, separated by shape, having 

piggyback factors applied, and being projected into the test year. All these 

manipulations reduce the accuracy of the cost data. 

In sum, all things being equal, accuracy of the final results is improved by 

including data from all the cost pools in the analysis. As I testified in Docket No. R87-1, 

"I believe the aggregate of costs across all functions is more accurate than the costs for 

each of the functions taken alone." Docket No. R87-1. See CPUM/ARF-T-1 at 45. 

b. Failure to Explain Cost Differences 

The cost pools that Mr. Miller eliminated from his analysis do not affect single 

piece and workshare letters in the same manner. In virtually every case, workshare 

letters cost less than single piece letters. See TR 7/3126. The fundamental flaw in 

Mr. Miller's methodology is that he cannot explain why the cos: pools he elected to 

eliminate affect single piece and workshare letters differently.'* 

The purpose of Mr. Miller's analysis of workshare cost savings is to "isolate the 

savings related to the presorting and prebarcoding of First-class Mail letters." See TR 

7/3125. Therefore, his use of the mail flow cost models without further adjustment 

necessarily implies that other cost impacts caused by exogenous factors affect single 

piece and workshared letters sirnilarl~.'~ If this were not true, then the cost savings 

'* His attempted explanation that .16% of single piece letters., which weigh over 3.5 ounces, can Cause 
$MM to cost a penny more than Automation letters. is not very convincing. See TR 713126-7, 3177. 

unwilling to concede this. See TR 713124-5, 3178. 
Such an assumption inherently underlies the entire cost savings analysis, yet surprisingly, Mr. Miller IS 
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resulting from workshared attributes could not be isolated. Even the Commission 

realized this necessary assumption. See PRC Op. R87-1, at 472. 

But Mr. Miller acknowledged that he does not know if he succeeded in isolating 

the cost impact of worksharing between his BMM benchmark and the various levels of 

presort. See TR 7/3179. He admitted he has not studied the impact of exogenous 

factors. His excuse: he used "the best data available". See TR 713094, 3178. In my 

opinion, he did not use the best data available. 

If exogenous factors impact single piece letters and workshare letters differently, 

then Mr. Miller's CRA- and model-derived unit costs do not accurately reflect just 

workshare cost differences, his stated goal. In other words, eliminating the cost pools 

Mr. Miller removed essentially invalidates his derived workshare cost savings. 

However, if the exogenous factors impact single piece and workshare letters 

similarly, which I contend, then the observed cost differences totaling over 1.3 cents in 

the cost pools that Mr. Miller removed from consideration are more than likely caused 

by worksharing attributes. Accordingly, they should be included in, not eliminated from, 

the workshare cost savings analysis. 

In either situation, inclusion of these cost pools in the analysis will produce a 

more accurate estimate of workshare cost savings. If particular costs are unrelated to 

worksharing, as Mr. Miller claims, and the costs affect single piece and workshare 

letters alike, then including the cost pools in the analysis will have no impact on the 

derived cost differences. 

A similar conceptual costing problem arose in Docket No. R87-1 when the 

Commission ruled that incoming secondary costs should be removed from the 

workshare cost savings analysis. The cost of processing presorted letters in the 

incoming secondary was approximately 1 cent less than the cost of processing single 

piece letters, but there was no satisfactory explanation why this was so. At the time, the 

Commission reasoned that any cost savings resulting from mailer worksharing had 

already occurred before letters reached the secondary sortation. Several years later, in 
Docket No. MC95-1, incoming secondary costs were added back into the cost savings 

analysis because the Commission properly recognized that workshare activities provide 
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cost savings through all processing operations, including the incoming secondary 

operation. See TR 7/3181; PRC Op. MC95-1 at IV-132. 

There is a lesson to be learned from the Commission's experience with 

unexplained cost differences in the incoming secondary and Mr. Miller's failure in this 

case to explain 1.3 cents of cost differences in his excluded cost pools. When in doubt, 

it is better to leave costs in the analysis. If the cost pools are not affected by 

worksharing, and the cost pools are accurate, then leaving the costs in the analysis will 

not impact the final results. 

9 
10 

3. The Benchmark From Which Workshare Cost Savings Are Measured 
Should Be Metered Mail Letters 

l l  
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In Docket No. R97-1, the Commission accepted BMM as the benchmark for 

measuring workshare cost savings. In previous rate cases, the Commission was less 

conservative in measuring presort cost sa~ings. '~  A short review of the Commission's 

choices regarding the appropriate benchmarks is provided in Exhibit MMA-1 A. 

The objective of the cost savings analysis is to isolate costs that the Postal 

Service can avoid when mailers presort and prebarcode their own letters. In other 

words, benchmark letters should represent what workshared letters would be if they 

were not prebarcoded or presorted. It is reasonable to assume that such letters likely 

would still be printed and "clean." But it is unreasonable to assume that they would 

always be properly faced, trayed, and brought to the post office for mailing; indeed, 

there is ample evidence to the contrary. 

Prior to the establishment of the presort discount in 1977, only about 4% of all 

First-class letters were presorted. By the test year in this case, approximately 47 billion 

letters, representing about 47% of all First-class letters, will be presorted. What 

accounts for this dramatic increase in percentage of First Class letters that are 

workshared? The answer lies in the evolution and maturation of the First-class 

mailstream over the last 25 years. 

In Docket No. R84-1, the Commission stated, -[wle are now prepared to accept reasona5le I. 

assumptons in the direction of finding more, rather tyan fewer, cost dJferences. See PRC Op RM-1 at 
366 In Docket No. R90-1, tne Commtssion chose not to be "conservative' in evaluating discounts in 
oroer to 'ennance the Services automation program ' See PRC Op. R90-1 at V-20 
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Initially, when workshare discounts were modest, growth in presorted mail came 

from those mailers that could change their mailing practices at relatively low cost. Logic 

dictates that the cleanest mail, sent out in bulk quantities (ie, mail like BMM) was 

among the firsttype of mail to migrate to presorted mail status. 

But BMM letters cannot possibly account for the tremendous growth in workshare 

letter volume that ensued. In fact, as presort discounts became more attractive, mailers 

were induced to spend more upgrading their remaining mail volumes that theretofore 

had not been economic to convert to presorted mail. In other words, mail that migrated 

from single piece to workshare rates in the early years was mail that cost less for the 

Postal Service to process than the mail that migrated to workshare rates in later years. 

With the passage of time, presort categories began to mature and the 

Commission increased discounts further. Concomitantly, the type of letters migrating to 

presort letter status originated from a subset of First-class single piece that was more 

costly for the Postal Service to proces~. ‘~ Clearly, the letters migrating in recent years 

are not “clean” BMM letters. Even the Commission has recognized that, as the First- 

Class presort mailstream matures, additional presort volumes are “more likely to come 

either from average-cost nonpresort mail that requires more extensive change in order 

to convert, or from new mail.” See PRC Op. MC95-1 at IV-102, fn 37. . 

The rapid growth of the presort bureau industry provides further evidence that 

over the years there has been an evolution in the type of mail migrating to workshare 

rates. In FY 98, presort bureaus accounted for approximately 42% of all First-class 

workshared letters.16 See TR 211924044. Mail proffered to the postal service by 

presort bureaus today more than likely would have been deposited in collection boxes if 

mailed at single piece rates. The Commission recognized this phenomenon 16 years 

ago in Docket No. R84-1 when it stated, “mhe presort bureaus have extended their 

markets to some smaller volume users whose mail probably showed a wider variety of 

cost characteristics prior to conversions.” See PRC Op. R84-1 at 364. Thus, for all 

practical purposes, in the current environment the “typical” mail piece migrating from 

I provided simikr testimony on this subject 13 years ago. See Docket No. R87-1, CPUM/ARF-T-1 at 

”According to USPS witness Tolley, the number of presort bureaus listed on the Postal Service’s web 
site has increased 50%. from 186 to 276, in just 2 years. See UPSP-T-5 at 41. 
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single piece to workshare rates is unlikely to possess the characteristics exhibited by 

BMM letters. 

Furthermore. notwithstanding USPS witnesses Miller's and Fronk's unsupported 

assertion that BMM is still the "mail most likely to convert to workshare" (see TR 7/3207; 
TR 12/4843), the record in this case strongly suggests that BMM has become the Postal 

Service's dinosaur." For mail that supposedly is the prime candidate for migration to 

the fastest growing segment of First-class Mail, BMM is, arguably, the least studied 

mail. Indeed, the Postal Service cannot even confirm the existence of BMM in today's 

mailstream. See TR 21/8903-4 Moreover, Postal Service witnesses cannot even 

agree on why they used BMM as the benchmark." 

It is fundamentally illogical to assume that there are many real world mailers who 

choose not to take advantage of workshare discounts but still voluntarily face, tray and 

bring substantial volumes of mail to their local post office. Even if there are a few such 

mailers, it would still be unfair to "penalize" all workshare mailers, who send out 47 

billion letters, with reduced discounts under the unsupported assumption that some 

voluntary worksharing would still exist if presorted mail reverted to single piece status. 

There is another factor that impacts the determination of an appropriate 

benchmark. During the last decade, the Postal Service has made significant strides in 

deploying automated letter processing eq~ipment. '~ These technological advances 

serve to reduce costs for all First-class letters, but there is no doubt that the processing 

costs for single piece letters, which increasingly are clean, prebarcoded letters, could 

potentially be reduced more than BMM letters. In other words, the practical significance 

USPS witness Miller used BMM as his benchmark but made no independent analysis to show that 
BMM is the mail most likely to convert to First-class presort, or that BMM actually exists. See TR 713207- 
8. USPS witness Fronk could not confirm that BMM existed either, or that the volume of existing BMM 
was even an important factor to justify using BMM as the appropriate benchmark from which to measure 
cost savings. See TR 12/4844,4846,4857,4861. '' USPS witness Fronk claims that BMM is appropriate because BMM "tends to have all the attributes Of 
presortation/automation mail, except for the actual presortation or application of the barcode. See USPS- 
T-33 at 17. USPS witness Miller did not agree. See TR 7/3207. 
19 TR 512015. In the test year, 94.1% of all barcoded letters will be processed on automated equipment in 
the incoming secondary. See TR 5/2015-6, TR 5/1675. All First-class single piece letters will have 
access to the new RBCS system for barcoding in the test year. See TR 14/5939. Finally, about 8 billion 
single piece letters will be prebarcoded before entering the mailstream in the test year. See TR 12/4787 
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of using an average First-class single piece as the benchmark, rather than BMM. will 

diminish over time.” 

In summary, there are several reasons for the Commission to re-evaluate use of 

BMM as the benchmark. Although a strong argument could be made that an average 

nonpresort letter is appropriate, to be conservative I urge the Commission to adopt 

metered mail letters (MML) as the benchmark. Such letters are clean and usually 

include a typewritten address. MML letters also represent more accurately than BMM 

the type of mail that actually is migrating from First-class single piece to automated 

rates today and will do so in the future. 

Using MML. rather than BMM, as the appropriate benchmark would simply add 

mail preparation costs to the list of operations that are avoided by worksharing, a 

concept the Commission found acceptable in the past.” 

Class Workshare Discounts 
4. Related Cost Savings Should Be Considered In Establishing First- 

There are several other important attributes of presorted letters that are not 

currently reflected in the standard workshare cost savings analysis but do represent real 

opportunities for the Postal Service to reduce costs. These attributes include the 

enclosure of prebarcoded reply envelopes in presorted letters, presort mailers’ 

compliance with new programs to ensure.the accuracy of addresses, and averted 

window service costs. 

The first two items result from Postal Service requirements that mailers must 

comply with in order to qualify for the discounts. Window service is simply a service that 

presort mailers do not use. Combined, these three special mail attributes represent 

additional cost savings of 2.8 cents per presorted letter. 

a. Enclosed Prebarcoded Reply Envelopes 

Courtesy reply envelopes enclosed in an outgoing workshared letter must meet 

certain automation compatibility requirements and be prebarcoded. When returned, 

For the test year, this difference (excluding mail preparation) is 1.32 cents using the Postal Service Cost 

In Docket No. R87-1, the Commission included mail preparation costs in the measurement Of presort 
methodology and 1.57 using the Commission cost methodology. 

savings because “fairness and equity” concerns warrant formal recognition of mail preparation M S t  
savings for presorted mail. See PRC Op. R87-1. p. 472. 
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these envelopes present a cost savings opportunity to the Service since they can 

bypass the entire RBCS (barcoding) operation. Such mail saves the Postal Service 

almost 4 cents per piece. See Exhibit KE-1A. The current rate structure gives 

workshare mailers no credit for the prebarcode savings these reply envelopes confer on 

the postal system. I have estimated the total test year cost savings due to prebarcoded 

letters sent out at First-class Automated rates and returned at Single Piece rates at 

$205 million, equivalent to .46 cents per originating First-class automation letter. See 

MMA-LR-1 at 45. 

9 b. Move Update Compliance 
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A recent Postal Service study reported that the move update programs are 

working and saved more than $1.5 billion in forwarding and return costs in FY 98 alone. 

See TR 21/8896-99. That study also indicated that move update programs reduced the 

proportion of mail requiring forwarding or return service, from 5.39% to 2.73%. These 

figures indicate that move update programs have been a smashing success. Based 

upon the percentage reduction letters that require forwarding and return service, I 

calculate that savings of almost .9 cents per originating workshared letter should be 

added to derived unit workshare cost savings. See MMA-LR-1 at 43. 

maximize the effectiveness and cost savings from the Move Update programs logically 

should share in those cost savings. However, the Postal Service's analysis of 

workshare cost savings gives presort mailers no credit for their contributions to the 

success of move update programs. In this regard, USPS witness Miller admitted he did 

not study the issue and was unfamiliar with the Postal Service's 1998 UAA study. He 

was not concerned that presort mailers, who helped the Postal Service achieve savings 

of more than $1.5 billion in the base year, were not adequately compensated in any 

way. See TR 713159-60, 3163, 3189. 

The Commission should not ignore $1.5 billion of savings. Failure to recognize 

that presort mailers play a pivotal role in the success of the Move Update program, at 

substantial expense to themselves, would be contrary to the concept of worksharing. 

Worksharing is not based on a system where mailers do all the work and the Postal 

Service enjoys all the savings. Presort mailers are not responsible when their customers 

. 

First-class presort mailers who have worked closely with the Postal Service to 
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move or change address. If their positive contributions to the Move Update program 

help the Postal Service to avoid forwarding and return costs, it is only fair that they 

share in the savings they help to create. 

MMA witness Harrison has a broad knowledge of U M  issues and has worked 

closely with the Postal Service for the past several years with the design and 

implementation of the Move Update program. Her testimony describes the costs and 

necessaly procedures that First-class mailers must follow in order to satisfy the Postal 

Service's Move Update requirements. See MMA-T-2. 

c. Window Service Savings 

Window service costs that presort mailers do not incur represent another, 

significant cost sparing opportunity for the Postal Service. While many First-class 

single piece mailers purchase postage and deposit their mail at a post office window, 

presort mailers do not. Window service costs the Postal Service well over $700 million 

per year, equivalent on average, to about 1.5 cents for each single piece letter. 

I have not included window service cost savings in my derivation of workshare 

cost savings. Nevertheless, I urge the Commission to consider them in a qualitative 

sense when determining the appropriate discounts for presort mail categories. 

E. MMA's Proposed Workshare.Discounts 

Based on the derived cost savings, the additional related cost savings, and my 

earlier discussion concerning the USPS proposed rates and revenue targets for First- 

Class Mail, I recommend that the Commission increase the First-class workshare 

discounts by a modest amount. The specific MMA proposed discounts and rates are 

provided in Tables 9 and 10, respectively. As shown, I recommend that the basic 

automation discount be increased by .2 cents and the 3-digit automation discount be 

increased by .3 cents. My recommendations for the other presort categories. non- 

automation, 5-digit automation and carrier route, are the same as the Postal Service's 

proposed discounts. 
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Total 
First-class Category Cost Savings 
Basic Automation 9 7  

12300 

Workshare-Related Current MMA Proposed 
Discount Discount Cost Savings 

6.9 6.0 6 2  

Table 9 

MMA Proposed First-class Workshare Discounts 
(Cents) 

__ -~ .. -. 
First-class Category 1 Current Rate i Rate 

. -. 
Increase 

7 
8 
9 
IO 

I 

- I I  

- 
Basic Automation 
3-Digit Automation 
5-Digit Automation 

6 

27.0 27.8 3.0% 
26.1 26.6 1.9% 
24.3 24.8 2.1% 

I2 

13 

14 

I5 

16 

17 

18 

19 

20 

21 

22 

Carrier Route 

Table 10 

Comparison of Current and MMA Proposed First-class Rates 
(Cents) 

23.8 24.3 2.1% 

I I I MMA ProDosed I ~ ~ ~ P r o D o s e d  I 

The modest increases in presort discounts that I am recommending are lower 

than the derived cost savings, and much lower than the derived cost savings would be if 

I included the total related cost savings reflected in Table 9. 

the high implicit cost coverage for presort letters, and the high derived cost savings 

would justify even larger presort discounts. However, in view of the large automated 

tetter volumes to which the increased discounts will apply, I am limiting my proposed 

increases in the discounts at this time. Limiting increases in presort discounts assures 

there will be no disruption in the Service’s proposed rates for other subclasses and 

services 

Under normal circumstances, the high cost coverage for First-class as a whole, 
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IV. FIRST-CLASS ADDITIONAL OUNCE RATE 

USPS witness Fronk proposes that the extra-ounce rate for First-class mail be 

increased by 1 cent, from 22 cents to 23 cents per ounce. To support his proposal, Mr. 

Fronk relies, in part, on a new weight study prepared by USPS witness DanieLZ2 

According to Mr. Fronk. that study shows "the first additional ounce of single-piece mail 

adds 22.3 cents to unit costs. while the first additional ounce of presort mail adds 17.7 

cents to cost." See USPS-T-33 at 25 (sources omitted). 

A. Background On The First-class Degressive Rate 

The relationship between weight and cost for 2-ounce letters has a long, 

controversial history The Commission established the first degressive rate in Docket 

No. R74-1 because "it reflects the characteristic that the cost of handling the first ounce 

is greater than that for succeeding ounces." See PRC Op. R74-1 at 195. Since that 

time, the degression amount has increased from 1 cent in 1975 to the current 11 cents, 

as shown in Table 11. 

The controversy surrounding the specific cost of the second ounce seemed to hit 

a dead end in Docket No. R87-1. In that case, the Commission reiterated that its 

"ultimate goal is to set the degressive rate at a level to reflect cost incurrence." See 

PRC Op. R87-1 at 439. Due to the lack of any reliable evidence regarding the costs 

associated with the second and subsequent ounces. the Commission issued "a 

directive to the Postal Service that the provision of definitive empirical information on the 

effect of additional ounces on costs remains a desirable Id. at 443. 

In that proceeding, the Commission also concluded that "letters up to two ounces 

for the most part can be processed on the new automation [equipment] at a cost no 

higher than a one-ounce letter." See PRC Op. R87-1 at 448. This view was reiterated 

in Docket No. R94-1 when the Commission stated "letters processed with automation 

incur minimal or possibly no extra cost for letters weighing up to three ounces." See 

PRC Op. at V-9. 

22 USPS witness Fronk testified that he utilized the Daniel weight study only in aggregate terms, in order 
to support his proposed First-class additional ounce rate of 23 cents per ounce for all shapcs. See TR 
1Z4874) 
24 In subsequent cases. the Postal Service failed to provide the empirical evidence requested. 
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Date 
9/14/75 
12/31/75 
5/29/78 
3/22/81 
11/1/81 
2/17/85 
4/3/88 
5/3/91 
112/95 

1 I1 0199 
USPS Proposed 

~ ~-. 

~~~ ~ ~~ ~. 

~ 

~~~~~ 

~ 

_.__ 

. 

~.~ ~~ 

.- 

First Ounce Add'l Ounce Amount of % Rate 
Rate Rate Degression Reduction 
10 9 1 10.0% 

15.4% 13 11 2 
13.3% 15 13 2 

18 17 1 5.6% 
20 17 3 15.0% 
22 17 5 22.7% 
25 20 5 20.0% 
29 23 6 20.7% 
32 23 9 28.1% 
33 22 11 33.3% 
34 23 11 32.4% 

~. __ 

~ 

~ . ~ . . -~ . .. .. . . 

~ __ ~ . . . ~ ~~~ ~ .~ ~- ~ ~~ 

~~~ ~~ ~ 

~ ~ ~~~ ~~~~ ~~~~ __ 

.. _ _ _ ~ . - _ _ ~ ~ ~  

___ ~ 

Table 11 

History of First-class Additional Ounce Rate Degression 
(Cents) 

6 

7 

8 

9 
10 
I I  
I2 
13 
14 
I5 
16 
17 
18 
19 
20 
21 

- 

22 
23 
24 
25 
26 

I completely agree with the Commission. As I testified in Docket No. R97-1, logic 

The objective of automation sorting equipment is to combine letters of 
similar destination into separate bins. In doing so, the non-sorted letters 
are read and transported along conveyor belts until they reach a 
particular destination bin. At this point the letters are successfully 
sorted. The physical sortation of this mail. if successful, is unrelated to 
a letter's weight. Therefore, any cost difference between sorting a one- 
ounce letter and a three-ounce letter is necessarily minimal. 

My statement is more apparent when applied to letters weighing up to 
two ounces rather than three ounces. See Docket No. R97-1, MMA-T-1 
at 19 (citation omitted). 

indicates the following conclusion in this regard: 

In that case, however, the Postal Setvice provided no relief for the Commission: 

In repeated Opinions, the Commission has urged the Postal Service and 
other parties to address the cost of processing additional ounces of First- 
Class Mail. Regrettably, the Service has again failed to respond to this 
request. See PRC Op. R97-1 at 301 (citations omitted). 
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3 Notwithstanding the extensive supporting material the Service has filed, 
4 a glaring omission is information addressing the cost support for the 
5 First-class mail additional-ounce rate. The Service’s failure to devote 
6 attention to this long-requested review has hindered the Commission’s 
7 ability to review the additional-ounce issue. See PRC Op. R97-1 at 271. 
8 
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It strengthened this view by stating, 
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8. The Daniel Weight Study Contains No Reliable Information Regarding 

The Daniel weight study presents some new data on the relationship between 

The Cost Impact Of The 2“d Ounce 

weight and postal costs. Her study distributes total costs by shape to various half- 

ounce weight increments on the basis of IOCS tallies and other distribution keys 

including pieces, weight and cube. However, this study still fails to address the 

commission’s desire for reliable information regarding the specific cost impact of the 

second ounce of a letter. 

Initially, USPS witnesses Fronk and Daniel both claimed that the Daniel study 

addresses the Commission’s concerns about the effect of the second ounce on mail 

processing costs (See TR 4/1255, TR 12/4751), and maintained that the Daniel study 

“support[s] conclusions that are contrary” to those espoused by the Commission. See 

TR 411255, TR 12/4755-6. Subsequentiy, USPS witness Daniel reversed herself when 

she conceded that “[tlhe cost study reflects all the characteristics associated with the 

average piece in each weight increment” and that “since [her studies] do not completely 

isolate for the impact of weight, they do not provide the ‘specific impact of weight on 

- 

Witness Daniel admits that, in addition to weight, her study reflects many other 

factors that affect costs. These factors include (1) locallnonlocal mix. (2) origin/ 

destination pattern, (3) degree of presortation, (4) prebarcode vs. no prebarcode, 

(5) machinability, (6) delivery to a p.0. box vs. delivery by carrier, (7) likelihood of being 

undeliverable-as-addressed, and (8) likelihood of being barcoded. See TR 411263-64. 
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Moreover, Ms. Daniel concedes that these cost causative factors can affect costs 

differently for letters in varying half-ounce weight increments up to three ounces.24 (Id.) 

Because USPS witness Daniel failed to isolate the specific impact of weight on 

costs, it is not possible to conclude, as USPS witness Fronk apparently still does, that 2- 

ounce letters cost more than I-ounce letters solely because they weigh more. 

Accordingly, the Daniel weight study provides no legitimate support for Mr. Fronks 

proposed 1-cent increase in the first additional ounce.25 

C. The Daniel Weight Study Cannot Properly Be Used To Support 

As discussed above, the Postal Service's new weight study provides no specific 

Additional Ounce Rates For First Class 

evidence as to how much additional ounces of a First-class letter adds to processing 

costs. The additional ounce rate element is supposed to reflect extra costs that are 

caused by additional ounces. Since the Daniel study reflects the costs of several cost- 

causing attributes (in addition to weight), the results, in effect, treat additional ounces as 

a separate subclass. Therefore, the Daniel weight study provides no appropriate basis 

for setting the additional ounce rate for First Class. 

D. MMA's Proposed Additional Ounce Rates 

In the last proceeding, I suggested that the Commission adjust the First-class 

additional ounce rate structure by reducing the rate for First-class letter-shaped mail 

weighing between 1 and 2 ounces. While the Commission found my proposal "not 

acceptable", it did find that indications of cost savings existed for heavier letters. See 

PRC Op. R97-1 at 301-2. Rather than focusing its rate reductions on just letter-shaped 

mail or just mail under 2 ounces, the Commission chose instead to lower the rate for all 

heavier pieces, regardless of weight or shape. Accordingly, the Commission rejected 

A simple example would be prebarcoded reply envelopes that generally weigh less than an ounce if 
they merely include a check for payment. If this is true, then 2-ounce letters would rarely include 
prebarcoded addresses. Thus, a portion of the cost difference behveen 1 and 2 ounce letters obtained 
from the weight study is caused by the reduced number of prebarcoded envelopes present within the 2- 
ounce weight bracket compared to those within the l-ounce bracket. 

anomaly. Under First-class current rates, the Postal Service receives more revenue from a Z-ounce 
automationcompatible letter than From a 1-ounce nonstandard letter. But which costs more to process? 
I submit that nonstandard letters, which must be processed manually, cost the Postal Service more to 
process than a machinable 2-ounce letter. 

24 

USPS witness Fronk's proposal to increase the first additional ounce rate also perpetuates an apparent 25 
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the Service’s proposed penny increase and chose instead to leave the additional ounce 

rate of 22 cents per ounce unchanged. 

The Commission’s actions in the last case provided welcome relief, but not 

necessarily to the mail pieces that deserved that relief. Within the postal service. there 

are three broad production lines that service First-class mail: one for letters, one for 

flats and one for small parcels. As the weight of a mail piece changes, so does its 

shape. Standard (as opposed to nonstandard) letters by definition have specific 

physical dimensions that assure they can be processed on automated equipment. 

Generally, letters meeting these dimensions can weigh up to 3.3 ounces. See TR 
7/3123. However, many of those letters will become too thick at that point anyway, 

thereby undergoing a shape change from a letter to either a flat or small parcel. 

My testimony concerns letters only. It is not to say that flats and small parcels do 

not deserve rate relief, but the impact of weight on costs for letters is far more 

predictable than for flats and small parcels. Consequently, I am confident that letters, 

not flats or small parcels, incur little or no extra cost when they weigh 2 ounces rather 

than 1 ounce. For this reason, my Docket No. R97-1 rate reduction proposal for 2- 
ounce letters was equitable in the sense that it provided relief for those pieces that 

deserved it the most.26 

I recognize that the Commission has been reluctant to modify the First-class rate 

structure in order to administer such a targeted rate proposal. For example, in Docket 

No. R87-1 the Commission noted, “[Wle find that the record supports the conclusion 

that uniformity in the additional ounce rate avoids the complexity that different additional 

ounce rates would present to a First-class rate structure used by the general public.” 

See PRC Op. R87-1 at 444. Accordingly, I have focused my attention on a proposal 

that brings rates more in line with costs without modifying the current uniform rate 

structure. 

Simply put, I propose that the Commission adjust the 4.6-cent heavy weight 

discount currently in place for First-class presorted letters by allowing letters weighing 

between 1 and 2 ounces to qualify. Such a proposal is consistent with USPS Fronk‘s 

In order to be conservative, my recommendation in Docket No. R97-1 pertained to 2-0unCe letters Only. 
I did not alter the rates proposed by the Postal Service for mail weighing 3-ounces and above. 
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Reduced Revenues 
First-Ounce Second-Ounce 

Rate Reduction Rate Reduction 

First-class 
Rate Category 

,- 

Potential 
Revenue 
Reduction 

_- 

8 

9 

10 

I I  

12 

13 

14 

15 
16 
17 
18 
19 

20 

21 

observation "that initial additional ounces cost less for presort, but that this difference 

does not continue to grow as the pieces get heavier." USPS-T-33 at 31. At the same 

time my proposal provides specific relief for 2-ounce workshare letters that cost much 

less than the 22 cents that they are currently being charged.*' Finally, as MMA witness 

Salk testifies, adoption of MMAs proposals will effectively eliminate a counter 

productive rate anomaly that currently exists between First Class and Standard (A) 

See MMA-T-3. 

V. REVENUE IMPACT OF MMAS RATE PROPOSALS 

To review, MMA proposes three modifications to the Postal Service's proposed 

rates: (1) lower the First-class Automatton Basic first-ounce rate by .2 cents, (2) lower 

the First-class Automation 3-digit first-ounce rate by .3 cents, and (3) extend the First- 

Class workshare heavy-weight discount from letters weighing over 2 ounces to letters 

weighing over 1 ounce. The potential revenue impact of MMAs proposals is 

summarized in Table 12. 

Table 12 

Revenue Reduction From MMAs First-class Rate Proposals 
($000) 

I I I 

INon-Automation i $  2.6101 $ 
isic Automation ! $  

__ - 
Total I $  203,3201 $ 47,0501 $ 250,370 

I I 

While MMAs proposal does not solve the Commission's broad concerns about the degressive rate. it is 27 

workable within the confines of this proceeding and revenue requirement. 
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The proposed revenue reduction of $250 million from the Service's revenue 

target is not insignificant. However, this revenue reduction is a maximum potential 

loss, since any new volumes attracted by the lower (and still very profitable) First-class 

presorted rates will reduce the revenue shortfall. This is even more apparent for presort 

volumes since such pieces make such a disproportionately large contribution to 

recovery of institutional costs as a result of the extremely high cost coverage for 

presorted letters. 

I also suggest that this revenue shortfall not be made up by other mailers, but by 

reducing the Postal Service's contingency allowance. The contingency was established 

to provide a reserve for expenses that can neither be foreseen nor prevented. As 

proposed, the Postal Service has requested an extraordinary amount in contingency 

"costs" compared to the amount of additional revenues required to cover actual costs. 

For example, the Postal Service's entire rate request raises about $3.6 billion in 

additional contributions to institutional costs. Of this amount, $1.9 billion represents 

anticipated cost increases and $1.7 billion represents contingency costs. Therefore, the 

Postal Service's anticipated cost increases could be too low by 85% and its requested 

contingency would still enable it to break even. This contrasts to the 33% "cushion" the 

Postal Service requested and the Commission approved in Docket No. R97-1. I believe 

the 2.5% contingency costs, which is two-and-a-half times the contingency allowance 

from Docket No. R97-1, should be lower.'' 

For illustrative purposes, I have determined that a contingency allowance of 2% 

would enable the Postal Service to break even with MMAs rate proposals for more 

equitable First-class rates. 

Witness Lawrence BUC provides convincing testimony to support maintenance of the contingency at the 28 

Docket No. R97-1 level of 1%. 
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VI. CONCLUSION 

The Commission is at another crossroads with respect to First-class rates. Once 

again the Postal Service is attempting to test the Commission's resolve by significantly 

increasing the gap between First-class and Commercial Standard (A) mailers. And 

once again the Postal Service is attempting to overcharge those mailers within First- 

Class who contribute the most by far to its financial stability. First-class presort mailers 

want the Service to succeed, but all mailers must share the responsibility of keeping the 

Postal Service afloat. Presort mailers have invested heavily in equipment and must 

know the direction in which their future lies. They wait anxiously in this case for the 

Commission to point the way. 

First-class presort mailers need to know if the Commission is serious about 

maintaining discounts that are viable for the long term. They believe they can share the 

Service's workload, and perform those operations at less cost. They have been doing 

so for years. All they ask is that the Commission see through the Postal Service's 

charade. The threat of shrinking presort savings is a smokescreen simply to increase 

the already heavy, unfair financial burden that First-class presort mailers are bearing. It 

is time for the Commission to recognize this by rejecting the Service's workshare cost 

savings analysis and providing presort mailers with well-deserved rate relief in the form 

of modest increases in First-class presort discounts and an extension of the heavy- 

weight discount to presort letters weighing under 2 ounces. 
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QUALIFICATIONS OF RICHARD BENTLEY 

Richard Bentley is president of Marketing Designs, Inc., a marketing and 

consulting firm. 

Mr. Bentley began his career as a market research analyst for the Postal 

Rate Commission in 1973 and remained until 1979. As a member of the Officer 

of the Commission's technical staff (now Office of the Consumer Advocate) his 

responsibilities included analysis of USPS costs, volumes, rates and operations. 

As a witness on behalf of the Officer of the Commission, Mr. Bentley testified 

before the Postal Rate Commission in five separate proceedings. In Docket No. 

MC73-1, Mr. Bentley filed rebuttal testimony concerning the Postal Service's 

bound printed matter proposal. 

- 

In Docket Nos. MC76-1 and MC76-3, Mr. Bentley testified on changes 

proposed by the Officer of the Commission to the Domestic Mail Classification 

Schedule. Those changes concerned proposals to establish local First-class 

rates and to eliminate third-class single piece as a separate subclass. With 

regard to the latter, it is interesting to note that 20 years later, the Commission 

has eliminated this subclass as one of its recommendations in Docket No. R97-1. 

In Docket No. R77-1, Mr. Bentley presented proposed rates for all classes 

of mail and services, including the projected volumes that would result from those 

rates. He also analyzed the rates proposed by the Postal Service and critiqued 

the volume projections presented in support of its proposals. 



12310 

_- 

I 

I 

I 

In Docket No. MC78-1, the Postal Service proposed to restructure parcel 

post rates by asking the Commission to establish new rates for parcel post 

mailed in bulk and for a parcel post nonmachinable surcharge. Mr. Bentley 

presented two pieces of testimony in that docket--one concerned with the rate 

aspects of the Postal Service's proposal and one concerned with the parcel post 

volume projections. 

In 1979, Mr. Bentley left the Postal Rate Commission to become a senior 

program engineer for Systems Consultants, Inc. (which became Syscon 

Corporation and is not part of Logicon), a national consulting firm. There, Mr. 

Bentley's responsibilities included the analysis and estimation of life cycle costs 

required to research, develop, manufacture, and maintain various weapon 

system programs for the Department of Defense. He developed cost estimating 

relationships and completed a computerized model for estimating future weapon 

system program costs. 

In addition, Mr. Bentley testified before the Postal rate Commission in 

Docket No. R8O-1 concerning presorted First-class mail rates and second-class 

within county rates. 

After leaving Syscon in 1981, Mr. Bentley started his own company, 

Marketing Designs,'lnc., which provides specialized marketing services to 

various retail, commercial, and industrial concerns as well as consulting services 

to a select group of clients. 

In Docket No. R84-1, Mr. Bentley testified on behalf of the Council of 

Public Utility Mailers and the American Retail Federation in favor of an irareased 

2 
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First-class presort discount. At that time Mr. Bentley presented a methodology 

for estimating cost differences between processing First-class single piece and 

presorted letters that eventually become the foundation for the Commission’s 

“Appendix F methodology for supporting First-class presorted discounts. 

In Docket No. C86-3, Mr. Bentley testified on behalf of Roadway Package 

System concerning a proposed special rate increase tor parcel post. In Docket 

Nos. R87-1 and R90-1, Mr. Bentley testified on behalf of the Council of Public 

Utility Mailers, the National Retail Federation, Brooklyn Union Gas, and other 

First-class mailers. Mr. Bentley recommended and supported various rate 

discount proposals for presorted First-class mail, and a lower fee for “BRMAS 

business reply mail. 

In Docket No. R94-1, Mr. Bentley testified on behalf of Major Mailers 

Association with respect to several issues that concerned First-class rates. 

These included the relationship between the proposed cost coverages for First 

and third class, the rates for First-class incremental ounces, prior year losses, 

and the Postal Service’s changes to the Commission’s city delivery carrier out-of- 

office cost methodology. In addition, Illr. Bentley wxked on behalf of Brooklyn 

Union Gas to have the Postal Service’s proposed tripling of the “BRMAS BRM 

fee rejected, although he did not file any formal testimony. 

In Docket Nos. MC95-1 and MC96-3, Mr. Bentley again represented Major 

Mailers Association. In Docket No. MC95-1 he endorsed the overall 

classification concept proposed by the Postal Service for First-class Mail and 

suggested that the First-class second and third ounce rate be reduced for letter- 

3 
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shaped pieces. In Docket No. MC96-3, Mr. Bentley compared the attributable 

costing approaches between the Postal Service and Commission and asked that 

the Commission require the Postal Service to provide the impact of proposed 

changes utilizing established attributable cost methodologies. This testimony 

was the impetus for Docket No. RM97-1 and resulted in the Commission 

amending Rule 54(a)(l) to require the Postal Service to make such a cost 

presentation. 

In the last omnibus rate case, Mr. Bentley represented both Major Mailers 

Association and the Brooklyn Union Gas Company with two separate pieces of 

testimony. For Major Mailers, he recommended that the Commission reject the 

Postal Service’s newly proposed cost attribution methodology, increase First- 

Class discounts and offer a reduced rate for 2-ounce First-class letters. For 

Brooklyn Union, he endorsed the Postal Service’s Prepaid Reply Mail concept, 

but asked the Commission to alter it slightly with two modifications. 

In 1972. Mr. Bentley received a Bachelor of Science degree in lndustrial 

Engineeringloperation?. Research from Cornell University. The following year 

Mr. Bentley was awarded a Master’s degree in Business Administration from 

Cornell’s graduate School of Business and Public Administration (now the 

Johnson Graduate School of Management). Mr. Bentley is a member of Tau Beta 

Pi and Alpha Pi Mu Engineering Honor Societies. 

4 
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EXHIBIT MMA-1A 

Page 1 of 1 

Benchmark 

Summary of Commission's Actions on the Benchmark from which to Measure Workshare Cost Savings 

Commission Action Docket No. 
R80-1 

R84-1 

R87-1 

R90-1 

R94-1 

MC95-1 

R97-1 

Avg Nonpresorted Letters 
(Proposed) 

4vg Nonpresorted Letters 
[Proposed) 

4vg Nonpresorted Letters 

4vg Nonpresorted Letters 

Not Applicable 

4vg Nonpresorted letter 

Bulk Metered Mail 

impact of exogenous factors that affected the derived unit costs 

Accepted the CRA cost difference methodology but reduced the 
relevant costs from all Segment 314 labor costs to five major mail 
processing operations; excluded mail preparation costs; 

Utilized the same methodology but removed incoming secondary 
costs from the analysis while adding mail preparation costs; concluded 
that the impact exogenous factors that affect costs was small. 

Used the same general methodology as R87-1 

Not Appicable 

Changed to a bottoms-up mail flow cost estimating methodology, 
tied to CRA costs; Decided to include incoming secondary and 
delivery costs, but exclude transportation, "other" costs and the 
contingency; Suggested that bulk meter mail might be a better 
benchmark. 

Used the same general methodology as MC95-1 tied to CRA cost 
(pools for mail processing and delivery. 

P 
N 
W 
P 
Ln 
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Summary of Estlmated Test Year After Rates Finances 
(Includes YMAs Proposed Rate Changes to Flnt Class Presort Leuem Bnd 2% Contlnpency) 
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Summary ot EsUmated Test Year Before Rates Flnances 
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(PRC Cost Yethodology) 
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3 3% 
2 5% 

28 0% 

8 6% 
0 1% 
4 6% 

-1 9% 
5 5% 

48 4% 

169% 

47 3% 

d 9% 
-23 5% 
130% 
B 6% 

80 7% 
301% 
0 9% 

27 6% 

22 0% 

46 4% 

11135% 
292 14% 
18008% 
4 86% 

294 ea% 
65 26% 

15850% 

10302% 

lW23% 

1 yI% 

-21 12% 
4 1  83% 
-31 58% 

26 99% 
18931% 
68 86% 

5 24% 
7 03% 
5 48% 

8025% 

1848% 

991% 
4 10% 
11 03% 

023% 

33.213.628 
47,047,898 

1 W.261.725 
2.850.m 
2.734.081 
5.yu.931 

105.W6.657 

1.356.715 

71.841 

3,340 

872.194 
8,556,551 

10,420,145 

42.783.773 
33.630.517 
76.414.291 
11.510.795 
2.907.MB 

14,418.Wl 
90.832.291 

378.447 
541.976 
208.687 
23.m 

1.158.118 

348.543 

04192 02770 01414 
02717 01139 01558 
03503 02010 01482 
02078 02135 OW58 
01587 00870 O W 0  
01843 01422 00421 
03412 01987 01.26 

14,419,810 
5.M.722 

19.740.340 
583.739 
180.m 
774.Y2 

20.515.082 

3.469.049 

682.234 

1.105 

82.813 
2,483,228 
2,376,140 

7.uP.282 
2,628,701 

10,168.043 
1.3%.116 

1.616.799 
11.781.812 

1.081.586 
483.414 
307.088 
48,487 

220.683 

i.920.575 

42.395 

40,991,411 

1,459,993 

42,451,415 

83.942 
530.765 
77.715 
16.439 

153.799 
3.360 

12.164 
5 7 3 . m  

1.6d6327 

44.m7.741 

23.992.986 

268.257 

1 0 1 . ~ 3  

86.356.985 

288.3% 
106,411 
394.811 

11.873 
3.616 

15.491 
410.302 

69.381 

13.645 

22 

1.658 
49.865 
51.523 

150.785 
52.575 

203.351 
27.922 
4.414 

32.338 
235.697 

21.632 
9.668 
6.142 

970 
38.411 

840 

019.626 

29 2W 

849.026 

1.679 
10615 
1.554 

329 
3.076 

67 
243 

11.472 
3.881 

32.827 

881.955 

4 7 9 . m  

1,581,815 

2355% 7.355.381 
1743% 14,954,963 
978% Ill,l04) 

2388% 252.316 
1303% 239214 
1726% 15.194179 

787% 5228845 

155% ,019497 

0 W% 1138 

1476% 1,691,416 

1465% 323610 

1007% 6 

3 e y e  26209 12339 

142505 97610 446% 

034W 03392 O M 0 8  

00875 OW74 001w 
02287 01674 40407 
02150 02532 O W 2  

019% 76286 
565% 21E6387 
564% 2242673 

902% 18.286) 

853% 1354,990) 
852% (376.704) 

1710% 6653220 
596% 50384% 

2308% 13869715 
317% 1458641 
050% 232440 
367% 1691 081 

26 72% 15 380 7% 

1125% 983,152 
1078% 2.354159 
1320% 3.316.312 
1024% 34.802 
103 3% 7.343 
1025% 41.946 
1260% 3.360.257 

02023 O l M 8  00216 
01498 OOBol 006% 
01792 01354 00420 
01267 01243 00224 
O D B m  00770 Om1 
01173 01149 00223 
01693 01330 0- 

4088% 9458, 31650 29284 02356 
O W  08142 OW54 
1 5 7 w  1x183 o m 1 7  
16725 17132 00408 
1 7 W  16888 O O M 5  

.~ ~ .... 
999% 15201 

1046% 14.402 
98 1% ,94m 

110% 492.554 
070% 327.631 
044% 48517 
438% 2.066:&3 

010% 0 

9296% 62.c60.012 

331% 1.741.131 

%27% 83.801.143 

'055% ,ais,? 

00% (43.2431 

1404% 20,246,762 

1169% 251.938 

147 3% 20.5m,7W 

o m  o m  
O W W  07867 07657 

02934 O x x x )  OW34 

16319 14028 02293 

0 x 2 1  02061 om1 

O W  58875 

10438% 2101027Z 

3846% 1056839 

10204% 211 169865 

019% 61 435 
120% 414039 
010% 09575 
004% 16373 
035% 283544 
001% 4 458 
003% 12515 
130% 746629 
044% 397604 
373% 2046373 

951% (4198) 
765% 112734111) 

1130% 10306 
1W6% 1 805 
1807% 126869 
1301% 1031 
1W8% 108 
1276% 161 758 
2W4% 189169 
1220% 388119 

-1034% 11 563 
5069% 295742 
28 02% 45610 
2063% 3 576 

8482% 445823 
188% 4 w w  

59 59% 10 246 

11403% 234993 

n MU 

70427 74411 03983 
14WO 183% 0 4 3 %  
1 %39 17465 02174 
51379 47120 04259 
12066 06708 05358 
OOlW OW77 OM23 
00313 00312 O W 1  

409311 322229 07082 
... . 

4737% 

lWW% 211.169.865 IWW% 65849516 

383 847 

67 W3 
125.3901 

68.275066 

1464% 20,869,820 

Grand Total 

11 See PI IPRC COST METHOOI wadlMal 1- 21 la FYIICI~SI S P Vdume Vanam costs 
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Summary of Estimated R97-i Test Year After Rates Flnancer 
(PRC Cost Methodology) 

(Thousands Except For Units) 

EXHIBIT MMA-18 
Page 5 

14.805.870 
4.My.216 

19.410.086 
513048 
192.814 
705.W 

20 115.946 

2.419.507 

730,059 

587 

88,291 
2948.194 
2,156,485 

5956.215 
2,108,423 
8.W,638 
1.170.702 

135,889 
1.306.391 
9.371.029 

685.910 
367.175 
311.852 
M.221 

1.445.156 

36.654 

36,255,505 

1.312.380 

37.567.885 

86.937 
d7.223 

369.180 
18 .W 

158.798 
4.746 

14.413 
595.268 
268.6d8 

1,562,093 

39.129.978 

21.3M.616 

377.063 

M.811,65? 

3794% 22063820 
I 1  77% 11 390556 
49 60% 33 454 378 

131% 648470 
D I S K  ,13842 
180% 1062312 

51 41% 34.516690 

618% 4019575 

187% 829118 

0 03% 4 680 

0 M% 
023% 88777 
523% 2064843 
546% 2153620 

1522% 8017298 
539% 4290273 
2062% 12297511 
299% 1331075 
035% 191080 
334% 1525155 

2395% 13822726 

175% 740510 
099% 524819 
080% 329349 
015% 49424 
369% lM4132 

0 09% 0 

9265% 56990541 

335% 1 6 4 3 8 4 1  

9601% 58634385 

022% 107320 
0 12% 68320 
094% 4,5141 
005% 18963 
040% 230282 
OO!% 5 907 
OM% 14567 
1 52% 652537 
069% 425948 
399% 1938991 

1WW% €4573316 

202 733 

67498 
47 152 

w 891 369 

1490% 7.257.950 
247 1% 6.786.242 
l72 4% 14.M4.292 
1264% 135.424 
2146% 221.028 
lM5% 356.452 
171 6% 14.4W 744 

1€61% 1.599.968 

1136% 89.059 

6254% ..I13 

1W6% 486 
lW8% 16819 
lWR% 17.135 

1346% 2,061083 
2030% 2 I718Y1 
152 5% 4 232 933 
1137% 160373 
1430% 58391 
l l 6 7 %  218704 
147 5% 4,451,697 

7080% 54.m 
1358s 137.674 
1056% I7497 
82 1% 1107971 

1138% 198974 

0 0 %  (366%) 

157 2% 20 735 036 

1253% 331 464 

1561% 2 1 m m  

12341 20383 
1d.7h 2 1 w 7  
1125% 45967 
1M.Y 83 
1469% 73484 
124 5% 1181 
101 1% 154 

1586% 157303 
1241% 376898 

1096% 57289 

1% 8% 21,443,388 

19.712 

33 65% 
31 65% 
65 49% 
063% 
103% 
156% 

67 16% 

7 46% 

0 46% 

0 02% 

0 W% 
0 OB% 
0 OB% 

961% 
10 13% 
1974% 
0 75% 
0 27% 
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20 76% 

025% 
0 M% 
0 08% 

0 93% 
nos% 
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96 70% 

155% 

98 24% 
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0 10% 
021% 
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001% 
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1WM% 

.9 ox 
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72 a% 
264% 

11.6% 
50 5% 
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86 1% 
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725 4% 

0 6% 
0 8% 
0 6% 
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103Wh 
52 5% 
I3 7% 
43 0% 
16 7% 
.7 5% 
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35 sx 
5 6% 

-179% 
138% 

?WOK 

57 2% 

25 3% 

56 1% 

234% 
4 1  7% 
12 5% 
0 4% 

46 Ox 
24 5% 

11% 
9 8% 

58 6% 
2.1% 

54 8% 

8s 45% 54.103.260 
x a 9 7 %  ,,,h)1.484 
132 03% 95734,744 
46.17% 3 137.M1 

x*)18% 2,554340 
9215% 5691.941 

13064% 101 42s.685 

12067% 1,058,567 

24.76% 59.258 

132371% 4,761 

1.W% 863,995 
148% 9338,099 
146% 10.302094 

63 15% 37.858286 
187 97% 26 759,024 
95 78% 86.617.310 
25W% 10.550230 
78 53% 2,591,051 
3056% 11.141.281 
8869% 19,758,591 

1453% 215.794 
8489% 575.m5 
1024% 206.671 

-3272% 29.856 
25 12% 1.027.376 

298.099 

-IIU48% 58.427 

1M%% 193.991.872 

46.09% I.W6.74, 

10233% 194999986,5 

4278% I 5  l l 8  ~. ~ 

81 52% W.247 
22.72% 296,534 
o m  3.887 

8551% 241,071 
4481% 580.659 

1.95% W.w0 
11.56% 15.147 

10885% 81.352 
44.03% 1.734.075 

lMM% 194898.615 

04078 02737 0134, 
02736 01106 01630 
02494 02027 01467 
02067 0 I635 OM32 
01620 00755 00665 
01866 01240 00626 
03403 0 1983 0 1420 

37971 22857 15114 

139917 1232W 16711 

09830 01191 08639 

OW21 00916 OW05 
02211 02193 OW16 
02090 02074 0 0 0 0  

02116 01573 00544 
01486 00733 00755 
01816 01211 00635 ~ ~~~~ 

01262 01110 00152 
00749 00524 00225 
01161 O w 9 4  00166 
01733 01175 00558 

34317 31787 02530 
09127 06733 02391 
15936 15089 00047 
165% 20170 03616  
1 m 3  ,,E6 0,937 

o m  OMS Ow96 

02938 01869 01069 

16328 13036 03292 

03W7 0 1 9 2 7  O l O B O  

70708 57278 ,3429 
22587 15612 06975 
I ( M 0  12450 01550 
48786 48572 00214 
09552 065M 03048 
n o m  OMBD o w 2 0  
00317 00313 O w 0 3  
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Summary of Eatlmated Test Year After Rates Flnancea at USPS Proposed Rates 
(Except 33-Cent Flnt-CIass Rata) 

(PRC Cost Methodology) 
(Thousands Except For Unlta) 
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14.780.313 
5,453,740 

592,M5 
161.167 
773.472 

21.W7.525 

?O.ZY.O~J 

1,332,232 

705.601 

1.134 

84.139 
2.522.213 
2.505.352 

7102.439 
2.635.907 

10.026.Y6 
1.425.673 

222.129 
1.847.802 

11.686.148 

1.M1.997 
481.326 
311.036 

1.923.189 
48.828 

43.501 

41.305.882 

1451.565 

42.757.467 

82.759 
507.537 
78.1l3 
16.127 

152.143 
3.3.4 

12.473 
579.812 
199,606 

1.632.614 

U.3DO.081 

24.W.124 

268.257 

89,242,462 

33.3% 22,306,816 
323% 12.763.497 
456% 35.090.3!5 

13% 503,902 
04% 446.787 
17% 1,052,669 

473% 36.143.MI 

1509% 7.526.505 
234 4% 7.329.757 
1134% 14,856,262 
1020% 11.597 
247 7% 267.620 
1261% 279.217 
1720% 15,735,479 
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316% 1344% 
841% 734% 
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Exhibit MMA-I C 

Derivation of Potential Revenue 
Reduction From MMA’s 

Firs t-C lass Rate Proposals 



I i t 
EXHIBIT MMA-IC 

Page 1 of 1 
Derivation of Potential Revenue Reduction From MMA's First-class Rate Proposals 

First-class 
l 3 a k m a m  

Nondutomation 
Basic Automation 
3-Digit Automation 
5-Digit Automation 
Carrier Route 
All Presorted Letters 

(1) 
Proposed 
1-02 Rate 
Reducton 
lGxIk4 

0 
0.2 
0.5 
0.5 
0.5 

(2) 
TY AR 

Works hare 
Volume 
w 

2,586,288 
5,620,726 

24,508,201 
12,362,727 
1,544,810 

46,622,752 

(3) 

Revenue 
Reduction 

$ 
$ 11,241 
$ 122,541 
$ 61,814 
$ 7,724 
$ 203,320 

w - 

(1) MMA Proposal 
(2) USPS-T-33, Workpaper, p. 4 (Revised 4/17/00) 
(3) (1) x (2) 
(4) MMA Proposal 
(5) (8) based on coI (2) 
(6) (4)x(5) 

(4) 
Proposed 
2-02 Rate 
Reduction 

4.6 
4.6 
4.6 
4.6 
4.6 

!senisJ 

(5 )  
TY AR 

Workshare 
Volume (000) 

1 - 2 02. 

56,739 
123,310 
537,670 
271,218 

33,891 
1,022,827 (8) 

. .  . .  . .  

(7) (3) + (6) 
(8) LR-I-91A (Revised), Pre Letters Combined spreadsheet: (46,622,752 146,449,168) * 1,019,019 = 

(6) (7) 
Combined 

Revenue Revenue 
Reduction Reduction 

$ 2,610 $ 2,610 
$ 5,672 $ 16,914 
$ 24,733 $ 147,274 
$ 12,476 $ 74,290 
$ 1,559 $ 9,283 
$ 47,050 $ 250,370 

@Q!& w 

1,022,827 

P 
N 
W 
N 
4 
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Exhibit MMA-I D 

Comparison of Selected TY AR 
First-class and 

Commercial Standard A Data 
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Comparison of First-class and Commercial Standard (A) Mail 
As Recommended by the Commission 

(Docket No. R97-1, TY AR) 
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F-C Letters 

OComrnercia Std (A) 

% of Total Volume % of Total Revenue % of Volume Variable % of Total lnst Costs 
Costs (PRC) (PRC) 
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N 
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Comparison of First-class and Commercial Standard (A) Unit Revenues, Costs and 
Contribtuions to Institutional Costs AS Recommended by the Commission 

(Docket No. R97-1, TY AR) 

F-C Letters 
OCommercia Std (A) 

Unit Revenue Unit Vol Variable Cost (PRC) Unit Contrib to lnst Costs (PRC) 

P 
N 
W 
W 
0 
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Comparison of First-class and Commercial Standard (A) Using USPS Cost Methodology 
(Docket No. R2000-1, TY AR) 

/-- 

.. 46%. 
,' 

16% 

53% 

3846 

~ 

45% 

64% 

.F-C Letters 
OCommercia Std (A) 

% of Total Volume % of Weight % of Total Revenue % of Volume % of Total lnst Costs 
Variable Costs (USPS) 

(USPS) 
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Comparison of First-class and Commercial Standard (A) Using PRC Cost Methodology 
(Docket No. R2000-1, TY AR) 

66% 

W F-C Letters 

OCornrnercia Std (A) 

% of Total Volume % of Weight % of Total Revenue % of Volume % of Total lnst Costs 
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Comparison of First-class and Commercial Standard (A) Unit Revenues, Costs and 
Contribtuions to lnstitutioinal Costs Using USPS Cost Methodology 

(Docket No. R2000-1, TY AR) 
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Comparison of First-class and Commercial Standard (A) Unit Revenues, Costs and 
Contributions to Institutional Costs Using PRC Cost Methodology 

(Docket No. R2000-1, TY AR) 
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BY MR. HALL: 

Q Now in addition to the documents that have already 

been placed into the record, Mr. Bentley, did you cause to 

be filed a Library Reference in this proceeding? 

A Yes, I did. 

Q And would you identify that, please? 

Perhaps you can let me assist you. Has that been 

marked as Library Reference MMA-LR-1 (RZOOO-l), entitled, 

“Derivation of First Class Work Share Unit Cost Savings”? 

A Yes. 

Q Are there any changes or corrections which would 

need to be made in that document? 

A No. 

MR. HALL: Okay. I have also given two copies of 

that Library Reference to the reporter. I am not sure what 

procedures we are following with respect to Library 

References . 

CHAIRMAN GLEIMAN: Library References are not - -  

there are some of them that are a matter of evidence as to 

how they have been classified and they are not going to be 

transcribed into the record. They are available in the 

document room. 

MR. HALL: Okay, so I guess we ask that ours be in 

evidence because we identified it as a Category 2 Library 

Reference. 

ANN RILEY & ASSOCIATES, LTD. 
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CHAIRMAN GLEIMAN: Then in that case it is in 

evidence but we are not transcribing them into the record, 

with some - -  how many hundred? - -  Library References from 

the Postal Service at this point, Mr. Tidwell? Are we up 

around 4 0 0 ?  

MR. TIDWELL: I lost count - -  around 400. 

CHAIRMAN GLEIMAN: And certainly dozens from the 

various participants. Our transcript would be heavier than 

any of us would like to lug around if we were to put all the 

Library References in. 

MR. TIDWELL: It already is. 

CHAIRMAN GLEIMAN: I understand that some of the 

volumes are already heavier than what we would like them to 

be, given the number of pages and the amount of testimony. 

[MMA-LR-1 was received into 

evidence. I 

CHAIRMAN GLEIMAN: Mr. Bentley, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available to you earlier 

today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if those questions were 

posed to you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, my answers would be the same, 

ANN RILEY & ASSOCIATES, LTD. 
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although I do have two corrections I would like to add. 

CHAIRMAN GLEIMAN: Certainly. 

THE WITNESS: The first one is NAA/MMA-T1-2. 

There is a figure there of $242 million. I think it was a 

typo and it should be $243 million. 

The other change is USPS/MMA-Tl-ll. In that 

interrogatory I was asked if I had observed the processing 

of metered mail and/or bulk metered mail, and I must have 

misunderstood the question because I answered in terms of 

bulk metered mail but I have seen processing of metered 

mail, so I would like to just change the "no" to read, "Yes, 

I have observed the processing of metered letters during my 

visits to post offices during the 1970s. Please see my 

answer to USPS/KE-T1-2" and then everything else would be 

the same. 

MR. HALL: And I believe for the record, Mr. 

Chairman, that Mr. Bentley has added in his own hand those 

changes onto the copies that will be placed into the record. 

CHAIRMAN GLEIMAN: Counsel, you have provided the 

copies to the court reporter or are about to do so, and if 

you will accommodate us in that regard, the material will be 

received into evidence and transcribed into the record. 

[Designated Written 

Cross-Examination of Richard E. 

Bentley, MMA-T-1 was received into 

A" RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D . C .  20036 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 2000 Docket No. R2000-1 

DESIGNATION OF WRITEN CROSS-EMMINATION 
OF MAJOR MAILERS ASSOCIATION 

WITNESS RICHARD E. BENTLEY 
(MMA-T-1 ) 

pg& lnterroaatories 

National Association of Presort 
Mailers 

American Bankers Association and USPSIMMA-TI-2-5, 9-10, 12 
USPSIMMA-T2-5b redirected to T I  

Newspaper Association of America NAAIMMA-TI -1 -2 
USPS/MMA-TI -3 

United States Postal Service USPS/MMA-T1-1,7,11, 18 

Respectfully submitted, 

Acting Secretary 
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INTERROGATORY RESPONSES OF 
MAJOR MAILERS ASSOCIATION 

WITNESS RICHARD E. BENTLEY (T-1) 
DESIGNATED AS WRllTEN CROSS-EXAMINATION 

lnterroaatory 
NAAIMMA-T1-1 
NAAIMMA-TI -2 
USPSIMMA-T1-1 
USPSIMMA-TI -2 
USPSIMMA-TI -3 
USPSIMMA-TI -4 
USPSIMMA-TI -5 
USPSIMMA-T1-7 
USPSIMMA-TI9 
USPSIMMA-TI-10 
USPSIMMA-TI-11 
USPSIMMA-TI -1 2 
USPSIMMA-T1-18 
USPSIMMA-T2-5b redirected to TI  

Desianatina Patties 
NAA 
NAA 
USPS 
ABA&NAPM 
ABA&NAPM, NAA 
ABAgNAPM 
ABABNAPM 
USPS 
ABA&NAPM 
ABABNAPM 
USPS 
ABA&NAPM 
USPS 
ABA&NAPM 
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NNAIMMA-TI-1 

Please refer to page 6 of your testimony where you state that a 33 cent First 
Class rate, while justifiable under the Postal Service’s proposal, would require 
all other mailers to shoulder the entire $3.6 billion rate increase which could be 
“very difficult for all other mailers to do.” You also note, at lines 26-27, that 
retaining the 33 cent stamp while retaining the proposed Standard (A) 
commercial rates would produce at net revenue loss of about $1 billion (line 8) 
and face a “possible $1.3 billion net revenue shortfall” (line 26). Please 
reconcile the $1 billion net revenue loss (from a penny reduction from 34 cents) 
at line 8 with the $1.3 billion net revenue shortfall at line 26. 

RESPONSE: 

The $1 billion net revenue loss referred to on page 6 (lines 7-9) pertains to 

the current 33-cent 1-ounce rate only (100 billion pieces times a 1-cent reduction 

in the Postal Service’s proposed %-cent 1-ounce rate = $1 billion). 

The $1.3 billion net revenue shortfall referred to on page 6 (lines 26-27) pertains 

to the current 33cent 1-ounce rate and the current 22-cent additional ounce rate. The 

Postal Service proposes to raise the 1-ounce rate to 34 cents and the additional ounce 

rate to 23 cents. Thus, the potential net revenue loss is greater in this instance. 
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N AAIMMA-TI-2 

Please refer to the testimony of DMA et a/. witness BUC (DMA et a/.-TI at 
23), which states that if the contingency factor were reduced to1 percent, 
the revenue requirement would decline by $1.01 billion. Note that the cited 
amount approximately corresponds to the "net revenue loss" that you calculate 
from a penny reduction in the First Class stamp. 

If the Commission were to reduce the contingency factor as 
recommended by witness BUC (resulting in the reduced revenue requirement 
calculated by witness BUC), how would that affect your conclusion as to the 
'difficulty" of retaining a 33 cent stamp? Please explain your answer. 

Please provide a revised version of Table 2 reflecting the 33 cent 
stamp and witness Buc's proposed reduction in the contingency. 

(a) 

(b) 

RESPONSE: 

(a) If the Commission accepts DMA et a/. Witness Buc's recommendation to reduce 

the contingency from 2.5% to 1 .O %, then the situation under which the Commission will 

consider First-class rates will change significantly. As shown on page 5 of Exhibit 

MMA-lB, the projected net revenue loss with a 2.5 % contingency and no increase in 

the First-class rate is $1.252 billion. As shown in the Attachment to this response, the 

projected net revenue loss with a 1 .O % contingency and no increase in the First-class 

rate is $248 million. Therefore, the amount of additional revenues required from other 

subclasses and services, to make up for the additional revenue not received from First 

Class, would be reduced by just over $1 billion. However, rate increases from other 

subclasses and service would still have to be increased by another $242 million above 

the level proposed by the Postal Service in order for the breakeven requirement to be 

met. 

3 

.- 

_- 

In my opinion, 1 would be a very bold and courageous decision by the 

Commission to maintain First-class rates. The Commission's stated goal is that "the 
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PRC Recommended R97-1 

USPS ProDosal ROO-I 133 Cents) 
USPS Proposal ROO-I (34 Cents) 

.- 

First-class Standard Mail (A) 
132.0 95.8 
145.0 75.9 
139.5 80.6 

largest volume subclasses in First-class and Standard Mail should have roughly 

equivalent markup indices." As shown in the attachment and my response to part (b), 

there is a long way to go in order for the Commission to actually meet this goal. If the 

Commission rejects the Postal Service's proposed First-class rate increases, then the 

mark up indices for First Class and Commercial Standard Mail will be 139.5 and 80.6, 

respectively. In my opinion, such a result is still not "roughly equivalent". The ultimate 

question, which the Commission seems to face now in every rate case, is whether the 

other subclasses and services can shoulder the necessary increases to justify no 

increase in the First-class rates. It is my hope that the Commission can make such a 

bold decision; but even with a reduced contingency, it would still be a difficult decision. 

(b) The following table revises Table 2 from my testimony with a 33-cent rate and a 

1 .O% contingency. As you can see, there is very little change in the mark up Indices. 

Cornparison of Mark Up Indices 
(33 Cents Assumes 1 .O % Contingency) 

~ r r- I I 
I I 

Source: Exhibit MMA-1B at 2A, 5A and Attachment to 
W M A - T 1 - 2  
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Rate 
Category 

Basic Automation 
3-Dlglt Letter 
BDlgIt Letter 
Carrier Route 

USPSIMMA-TI-1 

I 

Current USPS MMA Proposal 
Discount Proposal Docket No. 

RZ000-1 
6.0 6.0 6.2 
6.9 6.9 7.4 
6.7 8.7 9.2 
9.2 9.2 9.7 

Docket No. R2000-1 

<- 

In your testimony, you recommend [for First-class Mail letters] that the 
basic automation discount be increased by 0.2 cents and the 3-digit 
automation discount be increased by 0.3 cents. Your recommendations 
for the other presort categories, nonautomation presort, 5-digit automation 
and carrier route, are the same as the Postal Service's proposed 
discounts (MMA-T-I at 24). You recommend the following increases in 
the discounts for workshared letters: 0.2 cents for Automation Basic and 
0.3 cents for 3-Digit Automation (MMA-T-1 at page 8). 

(a) Please confirm that the basic automation discount you describe 
above is being measured in relation to the metered benchmark, 
while the 3-digit, 5-digit, and carrier route discounts described are 
in terms of the previous automation tier (for example, 3-digit in 
terms of basic automation or 5-digit in terms of 3-digit automation). 
If you cannot confirm, please explain why not. 

Please confirm that if discounts are measured in terms of the 
proposed single-piece rate of 34 cents (instead of the benchmark or 
the previous automation tier), the table below results. If you cannot 
confirm, please explain. 

(b) 

I Discount from SIngiePlece Letter Rate 

RESPONSE 

(a) Confirmed. Please see Table 5 on page 13 of my testimony where 

I indicate the benchmark from which each cost savings is measured. For 

consistency and ease of understanding, I have used the same benchmark 

levels (in terms of definition) as USPS witness Miller. 
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Confirmed. Please see Table 10 on page 25 of my testimony for 

the specific proposed rates. The difference between each proposed rate 

and the %-cent First-class Basic rate equals the difference shown in your 

table above. 
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USPSMMA-TI -2 

.- 

Please confirm that in developing your letter automation proposals in 
Docket No. R97-1 you used bulk metered mail as your benchmark. 

RESPONSE 

In Docket No. R97-1, I answered the same question, as follows (see 

response to interrogatory USPS/MMA-TI -9C): 

Q. Please confirm that in developing your letter automation 
proposals, you used bulk metered mail as the benchmark, as did 
witness Fronk in developing the Postal Service proposal. If not 
confirmed, please explain. 

A. Confirmed. In order to support my proposal of at least a .2- 
cent reduction from the Postal Service’s proposed First-class 
Automation rates, the 20 to 24 percent increase in the derived cost 
savings, representing 1.5 to 2.6 cents, was much more than sufficient 
for my purposes. For this reason, I did not specifically accept or reject 
the Postal Service’s use of bulk metered mail as the appropriate 
benchmark for measuring First-class Automated letter cost savings. 
(Citation omitted) 

In addition, as I have consistently recommended for the past twenty years, 

mail preparation costs should be reflected in the measurement of workshare cost 

savings. In Docket No. R97-1, I stated this on page 17 of my direct testimony. 

The benchmark In this case represents a different situation. Please review 

pages 19 - 22 of my direct testimony where I discuss the inappropriateness of 

using bulk metered mail (BMM) as the benchmark from which to measure 

workshare cost savings for Basic Automation letters. Although a case could be 

made to use average nonpresorted letters as the appropriate benchmark, I have 

used metered mail letters (MML) as the benchmark in order to be conservative. 

The only difference between the BMM and MML benchmark mail pieces is that 
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MML pieces incur mail preparations costs while BMM pieces do not incur mail 

preparation costs. Workshare letters enable the Posfal Service to avoid mail 

preparation costs of facing, culling and canceling, so such costs should be 

reflected in the cost savings analysis. To the extent that collection costs are 

attributable, such cost are also averted. I have not included collection costs in 

my cost savings analysis, however. 

As indicated on page 21 of my testimony, witnesses Fronk and Miller 

claim that BMM is the “mail most likely to convert to workshare.” I disagree. As 

defined by the Postal Service, BMM is voluntarily packed and faced in trays and 

deposited at a post office location. There is no clear evidence that BMM letters 

actually exist in today’s mailstream, making it clearly inappropriate to assume 

that BMM is the most likely source of new workshare volumes. Moreover, there 

is ample evidence that BMM is not the source for new workshare volumes. A 

more logical source consists of letters that exhibit various cost attributes, 

including payment by both meter imprint and stamps, and which are not brought 

to the post office neatly packed and faced In trays. For these reasons, I do not 

believe that BMM is an appropriate benchmark to use in setting presorted rates 

that affect 47 billion letters in the test year. 
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I USPS/MMA-T1-3 

Please refer to Table 10 of your testimony (MMA-T-l), which presents 
MMA proposed increases in First-class Mail rates. For 3-digit automation 
letters and 5-digit automation letters (the two largest categories of 
workshared First-class Mail), MMA proposes increases of 1.9 percent and 
2.1 percent, respectively. The Postal Service has proposed increases for 
other subclasses of mail that are significantly higher than these increases, 
for example, Standard (A) Regular a 9.4 percent increase or Outside 
County Periodicals a 12.7% increase (Exhibit USPS-32D). 

(a) In developing your First-class rate proposals, did you compare 
your proposed percentage increases to the rate increases for other 
classes of mail? If not, why not? 

The fourth pricing criterion (39 U.S.C. 5 3622(b)(4)) of the Postal 
Reorganization Act concerns the effect of rate increases upon the 
general public, business mail users, and enterprises in the private 
sector of the economy. How did you take account of this pricing 
criterion in developing your rate proposals? 

(b) 

RESPONSE: 

(a) No, I have not developed my rate proposals by comparing MMAs 

proposed percentage increases in presort rates to the proposed 

percentage rate increases for other classes of mail. To evaluate the rates 

for all subclasses by application of the ratemaking criteria of the Act would 

require a full-blown rate filing similar to that submitted by the Postal 

Service. I doubt that MMA (or any other intervenor for that matter) has 

the resources in terms of time, money and manpower to make such a 

large-scale proposal. 

I have developed my specific rate proposals based, in part, on the 

Commission's stated long-term objective to lower the First-class revenue 

burden. In case after case the Commission seems to have consistently 

raised First-class rates to levels that are higher than it would like to. 
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Ratecategory 
First Class: 

Presorted 
Nonpresorted 

Total First Class 

.- 

R90-1 R94-1 R97-1 ROO-1 

97% 102% 89% 102% 
231% 226Ok 269% 262% 
124% 133% 132% 145% 

Please see pages 4 and 5 of my testimony where I discuss specific 

references to the last four Commission Opinions. The Postal Service’s 

proposal in this case will raise that revenue burden even more, as I show. 

in Table 2 on page 7 of my testimony. Even with MMAs proposal for 

lowering First-class rates, the resulting revenue targets will still be 

substantially higher than the Commission has indicated it would prefer. 

I have also developed my specific rate proposals, in part, to correct 

the Postal Service’s tendency to understate workshare cost savings. 

Within First Class, workshare letters continue to be burdened with the 

highest cost coverage of all major subclasses and contribute an extremely 

high proportion of the overall contribution that First Class makes to 

institutional costs. While the mark-up index of First-class single piece 

was projected to hover near the average since Docket No. R90-1 (with a 

mark-up index of loo), the mark-up index for workshare letters was 

targeted at 269 in Docket No. R97-1, and 262 at the Service’s proposed 

rates. See the table below. 

I Mark-UD Index I 
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Workshare letters' disproportionate contribution to institutional costs 

is attributable, in large part, to the Postal Service's continued attempt to 

raise workshare rates by artificially reducing derived worksharing cost 

savings. As discussed in my testimony, there are four major factors that 

produce the understatement of derived cost savings: use of the USPS 

proposed cost attribution methodology, removal of relevant cost pools 

from being considered as related to worksharing, use of BMM as the 

benchmark from which to measure Basic Presorted cost savings and 

USPS witness Miller's decision not to reflect additional worksharing 

activities that First-class presott mailers perform as part of the Service's 

analysis. 

I also believe that the Postal Service has understated the 

importance of the workshare programs in terms of providing the necessary 

monetaly incentives to maintain the complete cooperation of mailers who, 

in due time, will be prebarcoding more than half of all First-class letters. 

Because the Service's barcoding capabilities are at capacity, Mr. Miller's 

extremely narrow definition of workshare savings fails to consider the 

potentially disastrous impact on postal operations if First-class presort 

mailers lose their incentive to properly prepare and deposit their mail. 

(b) I believe I gave adequate weight to the proposed impact of my rate 

proposals upon "the general public, business mail users, and enterprises 

in the private sector of the economy." My proposals result in moderately 



1 2 3 5 3  

lower rate increases, compared to the Service’s proposed rates: therefore 

my proposals will have less of an adverse impact on mailers. 
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MMANSPS-Tl-4 

In your testimony you state: 

Because USPS witness Daniel failed lo isolate the specific . 
impact of weight on costs, it is not possible to conclude, as 
USPS witness Fronk apparently still does, that 2-ounce letters 
cost more than 1-ounce letters solely because they weigh 
more. [MMA-T-1 at 29; emphasis in original.] 

Please provide a specific citation lo where witness Fronk states that 2- 
ounce letters cost more than I-ounce letters &&because they weigh 
more. 

RESPONSE: 

At TR la4751 USPS witness Fronk was asked whether the Daniel study 

provided any specific, non-aggregated information regarding the impact on cost 

caused by the additional ounce of a 2-ounce First-class letter. Mr. Fronk's 

answer is yes. 

At TR 12/4753-4 USPS witness Fronk was asked whether he considered 

the Commission's statement from the Docket No. R94-1 Opinion that "letters 

processed with automation incur minimal or possibly no extra cost for letters 

weighing up to three ounces"? His answer was that even though he was aware 

of that statement, his conclusions about additional ounce costs were "guided by 

the Daniel study. 

At TR la4755 Mr. Fronk was asked if the Daniel Study refuted the 

Commission's statement that "letters processed with automation Incur minlmal or 

possibly no extra costs for letters weighing up to three ounces. His answer was 

yes. 
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Base on these answers, it seems clear to me that Mr. Fronk believes that 

the Daniel study somehow proves that 2-ounce letters cost more than 1-ounce 

letters because of the extra ounce. I do not agree with Mr. Fronk's assessment. 

As I note on page 28 of my testimony, the Daniel study "still fails to address the 

Commission's desire for reliable information regarding the specific cost impact of 

the second ounce of a letter. I also note on page 29 of my testimony that "sinGe 

the Daniel study reflects the costs of several cost-causing attributes (in addition 

to weight), the results, in effect, treat additional ounces as a separate subclass." 
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USPSIMMA-T1-5 

Please refer to page 29 of your testimony (MMA-T-1) where you propose 
extending the current 4.6-cent heavyweight discount, which applies to 
presort mail of all shapes weighing more than 2 ounces, to only letter- 
shaped mail weighing between 1-2 ounces. In its decision in Docket No. 
R97-1, the Commission noted that the discussion at the time the discount 
was introduced focused on flats. PRC Op. R87-1 at 7 5103. 

(a) How do you justify extending the discount only to letters when the 
intent of the discount was to focus on flats? 

On page 29 of your testimony you state that you are confident that 
letters, not flats or small parcels, incur little or no extra cost when 
they weigh 2 ounces rather than 1 ounce. Please describe the 
basis for your confidence. 

(b) 

RESPONSE: 

I found no reference to the presort heavyweight discount applying to flats 

in paragraph 5103, which you cited in your interrogatory. However, I did read in 

subsequent paragraphs that the original intent for the heavyweight discount was 

to give a rate reduction for flats, rather than letters, because “letters up to two 

ounces for the most part can be processed on the new automation at a cost no 

higher than a one ounce letter.” See Docket No. R87-1 PRC Op. at 448. 

(a) It is now 13 years later and the Postal Servide has still provided no 

meaningful empirical data (after repeated Commission requests) on the impact of 

a second ounca on the costs of processing letters. Nevertheless, the Postal 

Service has never reduced the second ounce rate to give effect to the 

Commission’s commonsense views on this subject. Now is the time, long 

overdue in my opinion, for the Commission to act on significantly lowering the 

rate for that second ounce. My proposal to extend the heavyweight discount to 

letters weighing over one ounce does so while, at the same time, taking into 
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account the Commission’s reluctance to modify the First-class rate structure 

(see page 30 of my testimony). The result is a much more equitable rate for 2- 

ounce letters. . 

I also state on page 30 of my testimony: 

My testimony concerns letters only. It is not to say that flats and 
small parcels do not deserve rate relief, but the impact of weight on 
costs for letters is far more predictable than for flats and small 
parcels. 

(b) 

no extra processing cost. Automated equipment is designed to handle letters 

weighing over three ounces so it is logical to conclude that, if successful, 2-ounce 

letters can be sorted at the same cost as 1-ounce letters. The Standard Mail (A) 

rate structure recognizes this fact by charging the same unit rate for letters up to 

3.3 ounces. Notwithstanding the Postal Service’s reluctance to admit the 

obvious or disprove my contention, the Commission also seems t0 .b  convinced 

that this is true. Consequently, I am confident that the current 22cent First-class 

rate for the second ounce is too high. 

There is ample evidence that the second additional ounce causes little or 
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USPSIMMA-TI -7 

On page 2 of MMA-LR-1. you show that the measured mail Drocessinq 
worksharing related savings between a Metered Mail Letter (MML) and an 
automation basic presort letter is 5.748 cents (1 1.815 cents - 6.607 cents). This 
figure includes the savings associated with both the prebarcoding and 
presortation of the mail piece. If all 10,000 mail pieces in the automation basic 
mail flow model (MMA-LR-1, page 23) are entered in the outgoing primary 
operation (Le., no presortation is performed), the mail processing worksharing 
related savings decreases to 4.922 cents (11.815 cents - 6.893 cents). This 
figure would more closely approximate the savings associated with prebarcoding 
g& using your cost methodology. In contrast, Exhibit KE-1A of your Keyspan 
testimony measures a 
mail piece and a prebarcoded non-presorted mail piece of 3.580 cents. 

(a) 

processina cost avoidance between a handwritten 

Please explain how the Keyspan cost avoidance could be so much 
smaller (4.922 cents - 3.580 cents = 1.342 cents) than the MMA adjusted 
savings given that the Keyspan benchmark includes mail that is more 
costly to process (handwritten mail) when compared to the MMA 
benchmark (MML) and both benchmarks are being compared to a 
prebarcoded mail piece. 

Is it possible that the cost pool classification methodology used in both 
Docket No. R97-1 and your testimony could be overstating the savings 
given the difference between the Keyspan and MMA adjusted results? If 
your reply is no, please explain. 

(b) 

RESPONSE: 

(a) The comparison that you have asked me to make is not appropriate. I do 

not agree with your assertion that the unit cost differences that you ask me to 

compare ”would more closely approximate the savings associated with 

prebarcoding o&.” For example, your question implies that the difference 

between the two prebarcoded unit costs (‘nonpresorted” basic and QBRM), and 

the two benchmarks (MML and handwritten addressed letters) represent 

comparable situations. In fact, they do not. Therefore, I would not expect the 

,- 

two unit cost differences to be the same. 
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The difference between MML and 'nonpresorted" basic as derived by my 

analysis in MMA-LR-1 reflects prebarcoding and mail preparation. It also reflects 

the difference between one unit cost derived directly from the IOCS (MML) and 

one derived by a theoretical mail flow model that is then reconciled to the IOCS 

to the extent possible. The difference between handwritten addressed letters 

and QBRM letters as derived by my analysis in Exhibit KE-1A reflects 

prebarcoding anddifferent processing flows. For example, USPS witness 

Campbell assumed that 100% of QBRM letters processed in the incoming MMP 

operation would flow directly to the incoming SCF operation. A similar 

assumption was not made for handwritten addressed letters. The QBRM unit 

cost savings also reflects costs derived by theoretical mail flow models that are 

not directly reconciled to the IOCS. Instead they are reconciled indirectly to the 

IOCS because the Postal Service has not provided comparable IOCS unit costs 

for either handwritten addressed letters or QBRM letters. 

Since my two analyses are based on those of USPS witnesses Miller and 

Campbell, I performed comparisons similar to the ones described in the 

interrogatoly using their figures. The results of those analyses are shown on the 

attachment to this interrogatory response. Interestingly, the same pattern 

emerges. Mr. Miller's unit cost difference from USPS-LR-I-162A is 5.094 cents. 

This compares to the 4.922 cents referenced in your question to me. Mr. 

Campbell's QBRM cost savings from USPS-LR-I-16OL is 3.378 cents. This 

compares to my cost savings of 3.580 cents. Therefore, using the Postal 

Service's figures, the difference is 1.716 cents, which is even greater than the 
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1.342-cent difference that the interrogatory shows as the difference between the 

results of my two analyses (as you elected to adjust them). 

(b) No. Please see my answer to part (a). As noted above, I do not agree 

with the basic premise for your question: that the unit cost differences that you 

ask me to compare “would more closely approximate the savings associated with 

prebarccding &” (emphasis in original). In addition, since my response to part 

(a) fully explains that different assumptions and maifflows lead to the cost 

savings differences you identified in your interrogatory. there is no reason to 

inquire whether the cost pool classification methodology used in both Docket No. 

RQ7-I and my testimony could be “overstating the savings.” The fact that the 

Postal Service witnesses’ figures provide even greater differences than my 

method supports this conclusion. Therefore, I am not concerned if or why those 

unit costs are different. I am certain that the cost pool classification methodology 

changes presented by the Postal Service in this case understate workshare cost 

savings. 



Attachment to USPSIMMA-TI -7(a) 

Unit Cost hum First-class Worksharing Cost Savings Analysis I/ 

Whess 

MillerlCampbell 
bntcev 

I Mail Processing Unk Costs 
Wtness 1 eenchmark I "Nonpresomd" Basic I Savings 
Bentlev I 11.8151 6.8931 4.922 

Mail Pmcessing Unit Costs 
Workshare Sahgsl  QBRM Savings I Difference 

4.922 3.580 1.342 
5.094 3.378 1.716 

IMiller I 10.7701 5.6761 5 0941 

Unit Costs fmm QBRM Cost Savings bnalysk 21 

I Mail Pmcessing Unit Costs 
witness 1 Handwritten I QBRM I Savings 
BenUey I 9.0391 5.4591 3.580 

(CarnpbeN I 8.0781 4.700) 3.3781 

Comparison of Unit Cost Savings From Each Analysis 

1IAssurnes that 100% of Automation Basic enters through the outgoing primary. The benchmark for Bentley indudes mail preparation costs. 
The benchmark for MIIk aka includes pre(3aration costs. but these costs are removed hum the analysis according to his methodology. 

21 Assumes app l i i on  of an all presort CRA adjustment factor for BenUey and nonautomation presorted CRA adjustment factor for Campbell 

. 
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c 

USPSMMA-Tl -9 

Please complete a task-based justification for your cost pool classifications (for each 
cost pool) using an analysis similar to that performed by witness Miller in response to 

RESPONSE: 

ABABNAPMIUSPS-T24-12. 

Your interrogatory appears to misconstrue the analyses that underlie my 

proposal on this issue. I did not perform the analysis that you request. Such an 

analysis was not necessary for two reasons. First, I followed the Commission's 

methodology from Docket No. R97-1, to the extent possible. (Since there were some 

minor cost pool definition changes I could not follow exactly the Commission's cost pool 

classifications.) Second, the underlying assumption of my analysis is that all 

exogenous factors, such as for example, mail flow densities, weight, shape and 

locallnonlocal mix, affect each of the First-class mail categories similarly. Therefore, it 

is unnecessary to remove any cost pools, even if they are not related to worksharing. If 

a cost pool is truly unrelated to worksharing. then the impact of including such a cost 

pool in the analysis is nil. 
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USPSIMMA-TI -10 

Please confirm that the use of a “when in doubt, it is better to leave costs in the 
analysis“ (page 19 lines 5 6 )  policy could overstate the worksharing related savings. If 
not confirmed, please explain your answer. 

RESPONSE: 

Not confirmed. As I state on page 18 of my testimony, “[ilf particular costs are 

unrelated to worksharing. as Mr. Miller claims, and the costs affect single piece and 

workshare letters alike, then including the cost pools in the analysis will have no impact 

on the derived cost differences.” Therefore, leaving in costs that affect each of the 

First-Class rate categories in the same manner will not overstate the worksharing 

related savings. 

It might be appropriate to remove a cost pool if the analyst is confident that the 

unit costs are accurate end he/she can provide a reasonable explanation why the unit 

costs for each category are different, not just that one reflects worksharing activities 

while another does not. When given an opportunity to do SO, Mr. Miller could not. 

An example may help to illustrate the principles discussed in my testimony. Mr. 

Miller removed platform costs from consideration in his analysis of workshare savings 

because he classified them as non-workshare related (fixed). That determination alone 

was responsible for reducing total Automation workshare cost savings by ,468 cents, or 

9 percent. If, as Mr. Miller apparently believes, the cost pool data are accurate, then 

platform costs clearly are significantly affected by worksharing activities. To illustrate 

this under the Postal Service’s cost attribution methodology, platform costs are 

considerably lower for Automation workshare letters (.293 cents) than for the BMM 

benchmark (.761 cents), This difference is clearly significant and unexplained except 
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that one category is affected by worksharing and the other is not. Therefore, Mr. Miller 

should not have removed platform costs from his determination of workshare cost 

savings. 

On the other hand, if costs at the cost pool level are not very accurate, as I 

believe could be the case, then there would be no harm in leaving such costs in since 

doing so will not change the derived workshare cost savings if, as Mr. Miller maintains, 

platform costs are not affected by worksharing. Thus, “when it doubt, it is better to 

leave costs in the analysis.” See also my responses to Interrogatories USPSIMMA-T1- 

8 and USPSNMA-T1-9. 
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I 

USPSIMMA-Tl-l l 

On page 21 lines 6-9 you state, "Indeed, the Postal Service cannot even confirm the 
existence of BMM in today's mailstream." 

(a) Have you observed any metered letters and/or Bulk Metered Mail (BMM) 
letters operations at postal facilities? If so, please state the facility 
observed, the date of observation, approximate time of day, and the 
operations (including MODS operations numbers) observed. In addition, 
please provide copies of any notes you may have taken during or in 
connection with these observations. 

Have you made any attempt to collect data in order to determine whether 
BMM letters do, or do not, exist? If so, please provide all data and state 
what conclusion you reached, based on any such data. 

(b) 

does not exist in today's mailstream. It should be far easier for the Postal 

Service to prove that BMM exists than for me to prove that it does not exist. 

Nevertheless, the Postal Service was unable to confirm the existence of BMM. 

Therefore, I do not see how an outsider such as myself could be expected to d b  

so. 

(b) Yes. I attempted to determine whether BMM letters exist by having 

MMA's attorney ask specific questions of Postal Service witnesses in this case. I 

note that USPS witness Miller, who accepted the claim that BMM is the likely 

source for new presorted volumes, has not studied this matter. See TR 7/3206. 

Similarly, USPS witness Fronk, who also claims that BMM is the likely source for 

new presorted volumes, testified that the amount of BMM that is now present in 

the postal system is not relevant (TR 12/4844), a proposition with which I 

fundamentally disagree. 
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Furthermore, the Postal Service as an institution does not collect or 

maintain volume data specific to BMM letters, does not know, for example, what 

portion of First-class BMM letters are prebarcoded, does not know what volume 

of First-class letters was entered as BMM in the base year or the average 

volume per BMM mailing during that period. Nor does the Service know the 

extent to which BMM exists. See TR 21189034. 
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USPSIMMA-TI-12 

On page 11 of MMA-LR-1 you classify the cost pools as either "worksharing related 
proportional" or "other worksharing related fixed." In witness Hatfields testimony 
(USPS-T-25, page 10, lines 17-20) in Docket No. R97-1, he stated, "[tlhe proportional 
component represents the mail processing costs that are related to worksharing 
activities and the fixed component represents the costs that are not related to 
worksharing activities." Therefore, by his own definition, witness Hatfield stated that the 
'fixed" cost pools were worksharing related. The Commission subsequently 
adopted witness Hatfield's cost pool classifications. As witness Miller pointed out in his 
response to Docket No. R2000-1, POlR 9, Question 4: 

In Docket No. R97-1, pricing witness Fronk (USPS-T-32) used the total mail 
processing unit costs from the testimony of witness Hatfield (USPS-T-25) to 
calculate the cost differences that he used as a basis for his discount proposals. 
The total mail processing unit costs included the "fixed" costs that witness Hatfield 
had stated were not related to worksharing. 

As a result, I have performed the worksharing related savings calculations in my 
testimony and excluded the "non-worksharing related fixed" cost pools from the 
savings calculations. It only stands to reason that if a cost pool is classified as not 
being related to worksharing activities it should not have an impact on the measured 
savings. 

Given these facts, please explain why you include the "fixed" cost pools 
(nonworksharing related as per the Docket No. R97-1 PRC definition) in the 
worksharing related savings calculations. 

RESPONSE: 

Contrary to your suggestion, my analysis follows the methodology employed by 

both the Commission and USPS witness Hatfield in Docket No. R97-1. Regardless of 

how Mr. Hatfield may have characterized these costs, the fact remains that neither Mr. 

Hatfield nor the Commission excluded those costs when deriving workshare cost 

savings. 

Your summary of the record in Docket No. R97-1 omits the following statement 

by USPS witness Hatfield: 

In general, nearly all of the cost pools are appropriately categorized as 
proportional; however, in this testimony, certain specific cost pools were 



. .- 

12368 

isolated as fixed because the costs would not be expected to vary with the 
level of worksharing. (USPS-T-25. Appendix V at 2) 

USPS witness Hafield stated that certain cost pools were not expected to vary 

with the level of worksharing. Such costs might be considered fixed, for 

purposes of reconciling to the IOCS data, but the fad  remains they do vary with 

worksharing. To illustrate this under the Postal Service's cost attribution 

methodology, platform costs are considerably lower for Automation workshare 

letters (.293 cents) than for the BMM benchmark (.761 cents). This difference is 

clearly significant and unexplained except that one category is affected by 

worksharing and the other is not. Therefore, the Commission correctly included 

such costs in the analysis but did not adjust them with the CRA proportional 

factor when reconciling them to the IOCS. I have followed that same procedure 

in my analysis in this proceeding. 

In addition, as discussed during USPS witness Miller's cross examination, 

in every case where cost pool differences were significant and were removed 

from his analysis, the data showed that workshare letters cost less. Moreover, 

Mr. Miller could not explain why those cost differences exists. Nor did he 

attempt to find out. See TR 12/3178. 



12369 

USPSIMMA-TI-18 

On page 23 lines 3-5 of your testimony you state, "The current rate structure gives 
workshare mailers no credit for the prebarcode savings these reply envelopes confer on 
the postal system." In thisdocket. witness Willette (OCA-T-7) has again proposed a 3- 
cent "CEM" discount that consumers could use when mailing prebarcoded reply 
envelopes that they receive from large mailers. 

1. Is it possible for both the large mailers that generate the prebarcoded 
reply mail piece and the consumers that enter the prebarcoded reply mail 
piece as single-piece mail to bothreceive discounts based on some 
measured cost avoidance associated with the barcode? If your reply is 
yes, please explain. 

Who do you think should be awarded such a discount, household 
consumers, the mailer that generated the mail piece, or both? 

2.  

RESPONSE: 

(a) Yes, I suppose it would be possible to split the cost savings between both 

the mailers that distribute the reply mail letters and the consumers who return 

them. However, I do not recommend such a course of action. 

I 

.- 

I 

(b) Large presorted First-class mailers design, purchase, print, and distribute 

reply envelopes according to detailed Postal Service requirements that do not 

apply to single piece mailers. These presort mailers work closely with Postal 

personnel to make sure their reply envelopes comply with the strict prebarcode 

guidelines. They also encourage additional, low-cost single piece volumes. The 

First-class savings that result from such a program should be returned in some 

fashion to those presort mailets who incur substantial extra expenses to make 

these savings possible. 
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USPSlhlMA-T2-5 

At page 6, lines 24-26 of your testimony, you state that ‘ACT tagging is . . .used 
by many mailers for airmail. This eliminates the need for USPS to perform 
further scanning on airmail and can. . . expedite mail through the USPS 
processes. Despite the additional costs that mailers incur in meeting these 
requirements [such as labeling of pallets and ACT tagging] are not offset by 
lower postal rates.” 

(a) On a unit basis, please quantify the cost to mailers of each of the activities 
described at lines 18-26 and the impact such activity has on postal mail 
processing costs. 

Is it your testimony that the impact of such activities on mail processing 
costs is not reflected in the Postal Service’s estimates of First-class Mail 
processing costs? 

(b) 

RESPONSE: 

(a) 

(b) 

Answered by MMA witness Sharon Harrison. 

Yes. The impact of all the activities described by MMA witness Harrison in 

response part (a) is not reflected in the Postal Service’s determination of workshare cost 

savings. 

The cost-savings activities described by Ms. Harrison and performed by her 

company all tend to reduce postal costs. They all seem to fall into one of two cost 
categories: mail preparation or platform operations. As such they are not included in 

USPS witness Miller‘s derivation of workshare cost savings. He simply assumed that 

such activities were not related to workshare and removed them from consideration in 
his analysis. See, for example, USPS-LR-I-16214 at 1-7. There Mr. Miller categorizes 

such costs as ‘non-worksharing related (fixed)” and does not include them in the 

derived CRA unit costs for any of the first-class categories for which he estimates 

workshare cost savings. 

It appears to me that all of these activities, &, tray labeling, pallet labeling, 

palletizing, stretch wrapping and ACT tagging, would be considered mail preparation 

activities. In addition, they all reduce platform operation costs for the Postal Service. 

Such costs that are borne by workshare mailers, rather than the Postal Service, 

represent cost savings that Mr. Miller should, but does not, reflect in his cost savings 

- 
I 

I 
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I analysis. He simply assumes that the mail preparation costs for Bulk Metered Mail 

(BMM), his benchmark, are zero. He assumes such mail is presented to the post office 

faced and in trays. He makes no assumptions about BMM being prepared in pallets or 

mailers providing and attaching labels to both trays and pallets; nor does he account for 

the fact that mailers even prepare their mail in pallets; or that they stretch-wrap those 

pallets. He assumes nothing about ACT tagging as well. 

admits that: 

In fact, USPS witness Miller did not study this issue as all. At TR 7/3149 he 

I am not really an expert on presort mailers so I wouldn't know the 
answer to questions in terms of what they do prior to entering their 
mail at a postal facility. 

These activities as described by Ms. Harrison also facilitate the handing of 

large volumes of mail during platform operations. Rather than having to transport 

trays separately, the pelletizing of "presorted" and properly labeled trays on 

pallets certainly reduces handling costs for the Postal Service. This perhaps 

explains some of the cost difference of .65-cent difference between BMM and 

Automation letters that Mr. Miller noted but chose to ignore. See my response to 

USPSMMA-TI-12. Mr. Miller ignored another . a n t  difference resulting from 

mail preparation activities. See TR 7/3147. Such savings are cleatly workshare 

related. 

Finally, Ms. Harrison's list of mail preparation activities routinely required 

by workshare mailers further supports my contention that BMM is not an 

appropriate benchmark from which to measure cost savings. BMM, if it even 

exists, has no such requirements. Mr. Miller simply assumes that such pieces 

are brought to the post office in trays. However, trays of BMM are not labeled. 

The trays of BMM are not sorted. The trays of BMM are not placed onto pallets. 
And the pallets are not stretch-wrapped. Nor are ACT tags applied to a sleeved 

tray of BMM. 
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These activities that mailers are required to perform also illustrate the extent to 

which mailers will voluntarily perform worksharing. MMA mailers are continually 

negotiating with local postal officials, who keep on placing (and shifting) more cost 

burdens upon them. These worksharing activities are hardly voluntary; they effectively 

are required in order for mailers to qualify for the workshare discounts. This contrasts 

with USPS witnesses who assume that BMM mailers will voluntarily pack and face their 

letters into unlabeled trays and deposit them at a local post office. Moreover, local 
postal officials often administer these “requirements” inconsistently while the Postal 

Service in this case then fails to properly recognize the benefits of such activities or 

compensate workshare mailers for bearing these extra costs. Such actions are 

fundamentally unfair to affected mailers and should not be accepted by the 

Commission. Consequently, as I state on page 11 of my testimony, ‘mhe 

Commission should nurture this mutually beneficial relationship by increasing presort 

discounts rather than reducing them in real terms as the Postal Services proposes.” 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross-examination for this witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. 

One party has requested oral cross-examination, 

the Postal Service. Mr. Tidwell - -  excuse me. Is there 

anyone else who wishes to cross examine the witness? 

If not, then Mr. Tidwell, you may proceed. 

MR. TIDWELL: The Postal Service has no questions. 

CHAIRMAN GLEIMAN: That being the case, unless 

there are questions from the bench - -  there is at least one 

question from the bench, from Commissioner LeBlanc. 

COMMISSIONER LeBLANC: Mr. Bentley, in your 

testimony where you are talking about first tier work share 

discounts and you talk about the quandary that the Postal 

Service finds itself in and I think the word you used was 

"quandary" - -  how do you reconcile what you are talking 

about here with what the Postal Service anticipates for the 

future, loss of volume, and at the same time tie that in 

with paying for what you want to do by reducing the 

contingency? 

THE WITNESS: I think that is kind of a 

multi-faceted question. 

COMMISSIONER LeBLANC: About three or four in 

ANN RILEY & ASSOCIATES, LTD. 
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there. 

haven' 

You're right. 

THE WITNESS: 

studied the ar 

First, let me just say I really 

icipated losses that - -  I know that 

there were some out three or four years that the Postal 

Service is anticipating, and one reason or one way to keep 

that mail back would be to lower the rates and make them 

more competitive, so I think that fits in very nicely. 

The Postal Service's long-range, so it seems, 

objective here has to shrink discounts rather than increase 

them, and that is part of the problem I see here. 

Of course, they are stuck. They can't really 

decrease them very much because they would be in very big 

trouble now if some of this mail decided to revert back to 

single piece. I think there have been some rumblings to 

that effect because of the problems that some of the 

mailers, at least the members of MMA, are having with the 

Postal Service's non-uniform administration of the 

preparation requirements. 

So down the road it appears to me that the Postal 

Service is going to have to remain competitive and if they 

want to keep the volume in there they are going to have to 

keep those discounts more fair, more reflective of the 

savings and so that the mailers do indeed understand and 

believe that the work sharing that they are getting that is 

truly being work shared and that all the activities that 
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they perform for the Postal Service are going to be 

reflected in the rates. 

COMMISSIONER LeBLANC: The other question I had 

was what you just touched on a minute ago, when you talked 

about the inequality, if you will - -  1'11. use that term - -  

of the way that the Postal Service chooses to, at least 

according to your members, put into effect certain or 

enforce certain things. 

Have you done any studies to quantify that? 

THE WITNESS: Are you talking about the 

administration of work share requirements? 

COMMISSIONER LeBLANC: Yes, sir. 

THE WITNESS: I can tell you some of the stories I 

have heard. Unfortunately, the two witnesses, experts, that 

could very well answer that question have just passed, and I 

can tell you generally that they are nervous about being 

here because of possible repercussions or reprisals from the 

Postal Service. 

This is an area where the Postal Service has a lot 

of power and they do not administer those work share 

requirements uniformly, whereas, you know, sometimes mailers 

have to shrink or stretch-wrap these pallets - -  sometimes 

the Postal Service pays for that equipment and the materials 

and sometimes they don't. 

Now these are areas that, things that have come up 

A" RILEY & ASSOCIATES, LTD. 
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that are certainly a problem to at least MMA mailers. 

COMMISSIONER LeBLANC: I think that's it, Mr. 

Chairman. Thank you very much, Mr. Bentley. 

CHAIRMAN GLEIMAN: Follow-up to the bench 

questions? Mr. Tidwell? 

MR. TIDWELL: Yes, Mr. Chairman. 

COMMISSIONER OMAS: Mr. Chairman? 

CHAIRMAN GLEIMAN: Excuse me. It appears that 

there is - -  

COMMISSIONER OMAS: I just have one simple, it is 

probably a simplistic question, but Mr. Bentley, you propose 

a heavy piece discount for the extra two ounces and you 

dispute Witness Daniel's, Postal Service Witness Daniel's 

weight study. 

Have you done a study of your own to say that 

there is virtually no added cost to the second ounce, as you 

have said in your testimony? 

THE WITNESS: Well, I don't really dispute her 

study. I have said her study didn't explain what the 

absolute impact of weight is on cost. 

She has so many factors involved there that she 

didn't isolate the impact on cost. 

This has been a problem for the Commission since I 

think R87-1, when the Commission asked for that information. 

I can sit here today and say to you it is 
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reasonable to assume that if a letter weighing two ounces 

goes through a piece of machinery and gets sorted the same 

as a one ounce piece there is no additional cost between 

processing those two pieces. 

I have been looking at the data for a period of at 

least these 13 years and I would venture to say the only 

additional cost that is weight-related has to do with 

transportation and that is on the order of magnitude of a 

penny or less, so in my view the additional cost to process 

a two ounce letter versus a one ounce letter is about a 

penny when they are charging 2 2  cents, so that to me is a 

very large cross-subsidization of two ounce letters to one 

ounce letters. 

It is a disproportionately high charge to cover 

the cost that is incurred by that second ounce. 

COMMISSIONER OMAS: Thank you. 

CHAIRMAN GLEIMAN: Mr. Tidwell? 

MR. TIDWELL: Just a few questions. 

CROSS EXAMINATION 

BY MR. TIDWELL: 

Q Mr. Bentley, in response to some inquiries from 

Commissioner LeBlanc you made reference to what you 

characterized as the Postal Service's long-range objective 

to shrink discounts. 

What is the basis for your assertion that the 
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Postal Service has a policy of wanting to shrink discounts? 

A Well, I think I have been doing this for something 

like 2 3  years and in every one of those rate cases the 

Postal Service has attempted to either show that their rate 

savings are not as great as they are or have actually 

proposed to reduce the discount. 

This case is no exception. The Postal Service 

witness has chosen to ignore work sharing activities that 

the work share mailers do produce for the Postal Service. 

Mr. Miller completely ignored platform cost 

savings, mail preparation cost savings, and, as we now know, 

given some of these interrogatory answers from Witness 

Harrison that presort mailers do so much more than what bulk 

metered mail mailers might do that do impact on platform 

operations that I am sitting here certain that the 5 . 2  cent 

cost savings that the Postal Service proposes in this case 

is far too low. 

Q Now, are these platform cost savings and mail cost 

savings, matters that have been included in worksharing cost 

avoidance in the past, that Witness Miller has proposed be 

excluded in this case? 

A As a matter of fact, the platform cost savings 

were included in R97. He's proposing to exclude them, but 

there are so many factors, including all of the workshare 

regulations that the mailers have to comply with, just in 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  



8 

9 

10 

11 

12 

1 3  

14 

15 

1 6  

17 

1 8  

19 

20 

21 

22 

23 

24 

25 

12379 

designing the piece. 

Then they face and pack the letters into the 

trays. They sleeve the trays, they have to strap the trays. 

This is all at their own cost. They have to label 

the trays. They have to add the air contract transportation 

tagging. 

Sometimes they have to add the destination routing 

labels. The trays are segregated and sorted, and they are 

then packed onto pallets and the pallets are 

stretch-wrapped. 

And then the pallets are sorted onto trucks, so, 

in a sense, the trucks are sorted. 

Now, these are all factors that BMM, as being the 

benchmark from which cost savings are measured, don't do. 

And these are all activities that will tend to reduce the 

platform cost handling within the Postal Service. 

Q In response to another question from Commissioner 

LeBlanc, you talked about the MMA mailers being concerned 

about reprisals from the Postal Service in response to their 

testimony in this proceeding. 

Are these jack-booted Postal thugs at 

headquarters, or are they out in the field; where are they? 

A I would prefer not to answer that question. 

Q I'm not asking you to name names; just to give me 

a clue as to where they are. 
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A Well, as it was explained to me, it could be both. 

The problem is, Mailer A has to do certain things; 

Mailer B may not have to do those same things. 

That is what the problem is. And sometimes the 

Postal Service can be overzealous in trying to interpret 

what it means they can do in terms of making the mailers 

prepare their mail according to the regulations which are 

very open-ended. 

Q So you are saying there are mailers who are not in 

compliance with regulations, and there are other mailers who 

know about? 

A I didn't say that they are not in compliance; I'm 

saying that sometimes the Postal Service, as I said, might 

pay for shrinkwrap material and sometimes the mailer has to 

pay for shrinkwrap material. 

So that is one way in which it's different. 

Q And if those differences were brought the 

attention of appropriate people in the Postal Service, 

what's the nature of the reprisals that would occur? 

A Well, I'm not sure they know who to bring it to, 

number one; and number two, the reprisals could be that all 

of a sudden they're going to come down and come up with new 

regulations. 

Right now, one of the members is negotiating 

whether to place DNR labels on the trays, so the 
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negotiations are going on all the time. 

Q And so you expect the Postal Service is going to 

respond in some sort of punitive fashion, to go after 

mailers ? 

A The Postal Service has recently fined one MMA 

mailer $1 million for basically paying for mail one day 

ahead of giving the Postal Service the actual letters. 

Now, I'm not going to get into the technicalities, 

because I don't know, but the Postal Service simply started 

_ _  

Q Well, if you're not going to get into 

technicalities and you don't know, what - -  

A Well, the expert is here, if you care to ask that 

person. It did happen; it was a million dollars, and after 

three months, the company got the million dollars back, with 

no interest, I might add. 

Q And it's your view that that was an act of 

reprisal by the Postal Service to go after that mailer? 

A I certainly couldn't testify to that. It 

happened. I don't know why it happened. 

But, obviously, the Postal Service saw it 

differently, after it was explained, and returned the money. 

Q Was this just the Postal Service going after what 

it thought was a postage deficiency, and upon further 

review, determined to change its mind on the issue? 
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A I'm not sure about that. 

Q You just don't know? 

A I just know that the timing of the mail and the 

payment of the mail were different, and actually the payment 

came before the mail. 

Q You do or you don't know? 

A I just said, the payment - -  the mail was paid f o r  

before it was actually delivered. The mail was delivered 

after the cutoff time. 

Q And that was the only issue? 

A As far as I know. 

MR. TIDWELL: That's all we have. 

CHAIRMAN GLEIMAN: Mr. Hall, would you like some 

time with your witness? 

MR. HALL: Why don't I take a few minutes, if I 

could. 

CHAIRMAN GLEIMAN: Certainly. 

[Recess. 1 

CHAIRMAN GLEIMAN: Mr. Hall? 

MR. HALL: Thank you, Mr. Chairman. Before I 

begin my redirect, there was some discussion on cross 

between Mr. Tidwell and Mr. Bentley regarding the subject of 

a million-dollar penalty for paying too soon, I believe it 

was. 

And Mr. Tidwell express some concerns about 
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getting to the bottom of that, and I want to allay those 

concerns. 

We do have a witness in the room who could answer 

any and all questions he has, and I would not object if he 

wants to recall that witness. 

CHAIRMAN GLEIMAN: Well, we'll find out when we 

finish with this witness, whether Mr. Tidwell wants to make 

a motion to that effect. 

REDIRECT EXAMINATION 

BY MR. HALL: 

Q Mr. Bentley, during questioning by Commissioner 

LeBlanc, I believe you referred to rumblings that workshare 

mailers might have some of their volumes revert to 

single-piece status. 

I'm not sure that the term, rumblings, is very 

clear. Cpld you try to be more specific? 

A Well, there is in the record, an answer from 

Witness Harrison where the Postal Service was asking her 

about some of the workshare requirements. 

And she was mentioning some of the frustrations 

that her company had with the non-uniform administering of 

those requirements. 

And I'd like to just at least read part of her 

answer. And it said: Many MMA companies have serious 

frustration with the Postal Service's mail preparation 

... 
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requirements. 

At times there are discussions of whether 

complying with the ever-changing USPS requirements is 

cost-effective. If the postage discounts for automation 

rates are not significant enough, then it is possible the 

workshare program could be in jeopardy. 

NOW, the MMA mailers generally think that - -  or at 

least we're under the impression that the work that they did 

would somehow come back to them and be reflected in the 

discounts. 

And at least as it's measured now by the Postal 

Service, none of that work is being reflected as part of the 

cost savings, so I'm sure that this will add to some of 

their frustrations. 

Q And in that regard, you discussed, I believe, 

again with Mr. Tidwell, the question of mailers - -  some 

mailers receiving materials or supplies or something from 

the Postal Service to perform certain additional tasks, 

while other mailers were not provided with those materials 

and supplies. 

Do you recall that testimony? 

A Yes. Another couple examples out there is the 

ACT-tagging, where some companies have to do it, some don't. 

Some companies have all the supplies provided to them, and 

some have to pay for them. 
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Or other companies have to use pallets when 

they're rather use the rolling stock. And then other 

companies can use the rolling stock. 

So these are just additional areas where the 

Postal Service has not been very consistent in enforcing 

those rules in terms of mail preparation. 

Q And in terms of ACT-tagging and similar activities 

that you detail in some of your responses, and I believe it 

was MS. Harrison who discusses in her testimony and some of 

her interrogatory responses, is it your understanding that 

these are new requirements for work to be done by workshare 

mailers that - -  of work and expenses that were formerly 

incurred by the Postal Service? 

A Yes, that is my understanding. In terms of the 

ACT-tagging, this is something that Witness Harrison's 

company is not now doing, but the Postal Service is now 

semi-requiring them to do. 

And I believe that they are in the midst now of 

negotiating performing this task, which was formerly done by 

the Postal Service and then would be transferred to the 

mailer. 

Q Okay, finally, Mr. Tidwell asked you about the 

source for your statement that the Postal Service had as an 

objective, to reduce workshare discounts over time; do you 

recall that testimony? 
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A Yes, I do. 

Q And what was the basis of your conclusion? 

A Well, I neglected to mention that just ten years 

ago, USPS Witness Lyons had testified that the value of 

presorting had declined, which we know is not the case, and 

in this case, USPS Witness Fronk, the rate witness, not 

once, not twice, but three times, put in a warning to 

mailers that it looks like - -  I know I use the word, if, but 

it did look like, according to him and the numbers given to 

him, that the value of presorting was going down, that the 

workshare savings was going down. 

And as I stated, I think it's because the Postal 

Service did not properly compute those workshare savings. 

But the Postal Service is maintaining that 

position, it seems to me. 

Q And was it statements like those that you 

described of Mr. Lyons and Mr. Fronk in this - -  most 

recently in this case, that are responsible, in part, for 

the rumblings that you mentioned to Commissioner LeBlanc? 

A I'm not sure if that's part of the rumblings for 

the mailers. It certainly affects the work that I do when 

I'm looking at what the Postal Service files in their case. 

MR. HALL: That's all we have. 

CHAIRMAN GLEIMAN: Is there any recross? 

MR. TIDWELL: Just a bit. 
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CHAIRMAN GLEIMAN: Certainly. 

RECROSS EXAMINATION 

BY MR. TIDWELL: 

Q Mr. Bentley, you just made a reference to Mr. 

Fronk's testimony concerning the value of worksharing. 

Now, I take it - -  do you have his testimony in 

front of you? 

A I do not. 

Q Well, I guess we'll have to rely on your 

recollection then. Now, is it his testimony that the value 

of worksharing may have peaked, or that it's going down? 

A I think he said it may have peaked, but to me that 

it means it's higher than where it's going, so perhaps I 

would - -  to me, it would mean the same thing. 

Q How can it be higher than where it's going? It is 

where it is. 

A If it has peaked, that means it's going down in 

the future. 

Q No. Couldn't that include the possibility that 

it's going to stay where it is? 

A A peak, to me, usually means it's higher than 

what's before it and what's after it, so it means to me that 

it's going to go down. 

Q Could it also to mean to others that it's going to 

stay where it is? 
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A I wouldn't say that it had peaked, if that was the 

case. I would say that it had climbed to a level and stayed 

the same. 

Q In response to an earlier followup - -  not 

followup, but redirect question from your counsel - -  you 

referred to ACT-tagging that is performed by some mailers. 

Are you aware of whether the application of ACT 

tags by mailers allow them to enter mail at Postal 

facilities later than the ordinary cutoff times? 

A All I know about that subject is the question and 

tlie answer from Witness Harrison that you placed to her. 

And she said that it did not change the time at which mail 

had to be delivered. 

Q And it did not change the published cutoff time or 

the time that the mailers were allowed to deliver the mail 

to the Post Office? 

A I think it's both of those. I'm sure the answer 

will speak for itself. That's my recollection. 

MR. TIDWELL: NO further questions. 

CHAIRMAN GLEIMAN: If there is no further recross, 

then, Mr. Bentley, that completes your testimony here today. 

We appreciate your appearance and your contributions to our 

record. We thank you, and you are excused. 

[Witness Bentley excused.] 

CHAIRMAN GLEIMAN: We're going to take an early 
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lunch today. We're going to break now for an hour. We'll 

come back at 1 2 : 3 0 .  

MR. HALL: Mr. Chairman, if I could, one last 

procedural matter before we leave. I think it would assist 

all three of MMA's witnesses. 

I still have outstanding, my offer to Mr. Tidwell 

to recall a witness if he has any lingering concerns about 

_ _  
CHAIRMAN GLEIMAN: Mr. Tidwell can make that 

motion. You proffered the witness, and Mr. Tidwell can make 

the motion to recall one of the witnesses. I don't which of 

your witnesses it is. 

I haven't heard him speak up, so I just assumed 

that if he didn't speak up, he didn't want to recall the 

witness. 

MR. TIDWELL: Mr. Hall is very, very generous in 

making the offer, Mr. Chairman. But, fortunately, the 

Postal Service, having been involved in a dispute with the 

mailer, has records of its own pertaining to the matter, and 

to spare the Commission and the other parties, I'd just as 

soon consult with those records back at headquarters and 

come to conclusions about the situation. 

But I appreciate his offer. 

CHAIRMAN GLEIMAN: Was that to spare us, or the 

despair of - -  
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MR. TIDWELL: To spare you. 

CHAIRMAN GLEIMAN: That's what I thought you said, 

but I just wanted to make sure. We appreciate that, Mr. 

Tidwell, and we appreciate the offer that you made, Mr. 

Hall, also. 

And with that, we'll break, and we'll come back at 

1 2 : 3 5 .  

[Whereupon, at 1 1 : 3 5  a.m., the hearing was 

recessed for luncheon, to be reconvened this same day at 

1 2 : 3 5  p.m.1 
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A F T E R N O O N  S E S S I O N  

[12:46 p.m.1 

CHAIRMAN GLEIMAN: Mr. Hart, I believe you have 

our next witness. 

MR. HART: Yes. Again, for the record, I am Henry 

Hart representing the National Association of Presort 

Mailers. Also with me, Irv Warden representing the American 

Bankers Association. 

Dr. Clifton, - -  

CHAIRMAN GLEIMAN: I will need to swear the 

witness in first, if you will just introduce him. 

MR. HART: Our witness is Dr. James Clifton. 

Whereupon, 

JAMES A. CLIFTON, 

a witness, having been called for examination and, having 

been first duly sworn, was examined and testified as 

follows : 

CHAIRMAN GLEIMAN: Counsel, if you want to proceed 

to introduce the testimony of the witness. 

DIRECT EXAMINATION 

BY MR. HART: 

Q Dr. Clifton, I have shown you two sets of 

testimony that was filed by you on behalf of American 

Bankers Association and National Association of Presort 

Mailers on May 22. I have also included in that testimony, 
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incorporated into it, the technical appendices that we filed 

as testimony on May 31, and the errata that were filed on 

June 6,  June 14 and June 23. 

If you were to testify today, would your testimony 

be any different than the testimony you have in front of 

YOU? 

A It would be the same as you have described. 

Q And do you adopt that testimony as your testimony 

in this proceeding? 

A Yes, I do. 

Q If there is no objection, I would ask that the 

testimony of Dr. Clifton be admitted to the record in this 

proceeding, and I will hand two sets to the court reporter. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. 1 

CHAIRMAN GLEIMAN: Hearing none, the testimony of 

Witness Clifton will be transcribed into the record and 

received into evidence. 

[Direct Testimony of James A. 

Clifton, ABA & NAPM-T-1, was 

received into evidence and 

transcribed into the record.] 
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EXECUTIVE SUMMARY 

. 

.My proposed discounts from the Postal Service’s request for a 34 cent First Class 
stamp are: 6.6 cents for a basic automation letter; 1.2 cents for a 3-digit presort 
prebarcoded letter; and 1.7 cents for a 5-digit presort prebarcoded letter. 

The workshared rates I propose are: basic automation 27.4 cents; 3-digit preson 
prebarcoded: 26.2 cents; 5 digit prebarcoded: 24.5 cents. These discounts and 
rates reflect increased cost avoidance and the need to reduce the unfair and 
discriminatory cost coverages now faced by First Class workshared mailers. 

The Postal Service’s proposed rates and discounts for First Class workshared mail 
are based on significant and unfounded cost avoidance assumptions that entail 
extreme reclassifications of CRA cost pools that were already established to be 
worksharing related in R97-1 and MC95-1 by the Postal Service itself. 

USPS witness Miller’s cost avoidance of 4.9 cents for a basic automation letter 
compares to his PRC methodology estimate of 6.9 cents and my estimate of 6.6 
cents using a refined USPS cost avoidance methodology. 

For a 3 digit prebarcoded letter witness Miller’s cost avoidance estimate is an 
extra 1 cent and his PRC methodology estimate is 1.1 cents, while my refined 
USPS methodology estimate is also 1.1 cents. For a 5 digit prebarcoded letter his 
extra cost avoidance estimate is 1.2 cents and his PRC methodology estimate is 
1.4 cents, while my refined USPS methodology estimate is also 1.4 cents. 

My refined USPS methodology has a proportional adjustment factor very close to 
one, indicating a strong correspondence between my CRA cost pool 
classifications and USPS modeled costs by First Class worksharing rate category. 

I also propose adoption of a 32 cent “F”‘ rate that would enable private sector 
worksharing mailers to begin prebarcoding and presorting single piece mail. My 
proposal would avoid far more costs than other concepts, would attract far more 
volume, and demonstrates the fallacy in the Postal Service’s claim that the value 
of worksharing may have peaked. 

I propose extending the heavy piece discount of 4.6 cents on the third ounce to 
the second ounce of First Class presort mail, where USPS witness Daniel’s 
figures show a 4.7 cent difference between presort and single piece. This would 
establish in the lower weight ranges a consistent overall extra ounce rate that 
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b u r s  some relationship to what is k n o w  about extra ounce costs for presort letter 
mail in those weight ranges. 

. Even ifone xere to accept the accuracy ofUSPS witness Daniel‘s weight study, 
the uvsrase cost ofpresort extra ounces in the 2-1 1- ounce range strictly above 
the first ounce is 10.4 cents. not the 14.8 cents Daniel estimates. Her number 
includes costs that are attributable to the first ounce. not extra ounces. This 4.4 
cent difference is another reason justifying my extension of the heavy piece 
discount. 

. I also propose a 22 cent extra ounce rate for First Class letter mail. I reject the 
Postal Service’s proposed penny hike in that rate to 23 cents because the extra 
ounce cost data for First Class presort letter mail is highly flawed and excessive. 

. Witness Daniel’s cost data for First Class presort is not statistically significant 
using reasonable tests and assumptions. Her IOCS tallies are too few and as a 
result much of her presort cost data is erroneous or statistically insignificant. 
Typically, in a situation like this, the researcher would increase the sample size, 
redo the study, and see whether the larger sample produced more credible results. 
The Postal Service did not do that in this case. r- 

e Witness Daniel’s total extra ounce IOCS tallies for First Class presort were at 
most 1,409 for any cost segment, compared to a population of almost 1.7 billion 
presort pieces. For her average cost figure of 14.8 cents in the 2-11+ ounce range 
to be correct within a 4 cent error level of precision using a 90% confidence level, 
witness Daniel would have to have taken 15,529 IOCS tallies for each cost 
segment. 

. In the lighter weight ranges, the extra ounce costs for First Class presort letter 
mail are likely closer to those estimated for Standard A Regular in this case, costs 
Lvhich are also close to those I estimated for First Class presort letters in R97-1 
using an older, more reliable USPS weight study produced before IOCS tallies 
were substantially curtailed in 1993. 

. osals entail reducing test year revenue by An increase of 
om Standard A commer accompanying 
in costs from reduced volume, can be made to keep my 

proposals revenue neutral. The cost coverage of First Class workshared mail has 
become extremely discriminatory and unfair since 1994 by comparison with 
Standard A Regular and ECR mail, and these proposals in total would effect a 
modest measure of greater equity. 

.. . 
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I. .Autobioeraphical Sketch 

.\iy name is James A. Clifton. I am President of the Washington Economics Consulting 

Group, Inc., (WECG). The firm is devoted to regulatory and economic policy analysis as 

\vel1 as litigation support services. 

.My professional experience includes three years with the US. Chamber of Commerce as 

a senior regulatory economist (1979 - 1983), three years as Republican Staff Director of 

the House Budget Committee (1983 - 1986), and four years as President ofthe Center for 

Industrial Competitiveness, a non-profit foundation (1986 - 1990). In the consulting 

arena, I was principal associate at Nathan Associates from 1990 - 1991, an academic 

affiliate ofthe Law and Economics Consulting Group from 1992 - 1995, and an 

independent consultant from 1987 - 1990 and 1996 - 1997. 

I have also been Associate Professor of Economics and Business at The Catholic 

University of America, from 1992 through 1997. My other academic experience includes 

Assistant Professor of Economics at the University of Maine-Orono (1975 - 1978). and 

Visiting Professor at Cambridge University during 1977. 

I received a BA in Economics from Cornell University in 1969 and a Ph.D. in Economics 

from the University of Wisconsin-Madison in 1975. At the latter institution, I was a Ford 

Foundation fellow. I have published occasional research in academic journals including 

the Cambridge Journal of Economics, Contributions to Political Economy, Business 

Economics, and the Journal of Economic Behavior and Organization. 

Before this Commission, I have testified on four previous occasions. In Docket No. R90- 

1, I presented direct testimony on behalf of McGraw-Hill, Inc. In the R94-1 rate case, I 

presented rebuttal testimony on behalf of the American Bankers Association, and in 

MC95-1 I presented direct testimony on behalf of the Greeting Card Association. In 

R97-1, I presented direct testimony on behalf of the American Bankers Association, 

I 
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National Association Presort Mailers, Newspaper Association of America, and Edison 

Electric Institute. 

11. Purpose and Scope of Testimonv: hB.4 and N.4PM Position in This Case 

In this rate case, the United States Postal Service has made several sweeping statements 

in its testimony and responses to interrogatories in attempting to justify its proposed 

reduction in the real value of worksharing discounts for First Class Letter Mail and its 

proposed rate increases of 1 cent to 1.5 cents for First Class workshared letter mail. It  

appears to have singled out First Class workshared mail in statements to the effect that in 

the recent past the “real” value of such discounts has grown.’ It has gone to extremes to 

narrowly measure cost savings for First Class workshared letter mail, and suggested that 

if the cost trends it purports to identify continue, then even the nominal value of discounts 

will be reduced in the future.* 

Indeed, the Postal Service has stated in this case that perhaps “the value of worksharing 

to the Postal Service has ~ e a k e d ” ~ ,  implying that it may begin to strangle the private 

sector’s capability to engage in mail processing activities in the future by cutting 

worksharing discounts. 

Outside of this rate case, but now included as Library Reference-1-179, the Postal Service 

has taken a formal position in its planning process that is a 180 degree difference from its 

rate case strategy. Relying on a GAO study projecting the effects of electronic diversion 

on First Class Mail volumes between 2003 and 2008, PMG William Henderson has 

bemoaned the potential loss of $17 billion of revenue as bill statements and bill 

USPS-T-6, p.60, lines 13-15. I 

’ USPS-T-33, p.20, lines 18-21; p.27, lines 11-14. ’ USPS-T-33, p.20. lines 19-20; p.27, lines 12-13. 

2 
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pabments. banking statements and the like are increasingly conducted on-line and outside 

of the Postal Service’s mailstream.‘ 

Yet. in this rate case the Postal Service responds to that threat of electronic diversion by 

proposing to raise the rates for First Class workshared mail and to cut the real value of 

Lvorksharing discounts. The contradiction between planning concerns and rate setting 

proposals appears to have completely escaped the Postal Service in this case. The rational 

and logical response to the threat of electronic diversion is to become aggressive in price 

competition now, while the Postal Service contemplates how to fit itself into the Internet 

age in this decade. 

The Chairman of the Postal Rate Commission, in recent testimony before Congress, also 

acknowledged the growing “consensus” about electronic diversion. He expressed concern 

how the “disproportionate contribution” First Class workshared letter mail makes to the 

$20 billion in institutional costs of the Postal Service would be funded if electronic 

diversion leads a significant share of this mail to leave the Postal Service.’ Given the 

Postal Service’s rate and discount proposals in this case, the Chairman and other 

members of the Commission should be doubly concerned. These proposals can only lead 

to an acceleration in electronic diversion or to a reduction in the private sector’s desire to 

participate in worksharing. These rate and discount proposals should be rejected by the 

Commission. 

To respond in a rational way to the growing threat of electronic diversion and the 

Chairman’s legitimate concerns about the loss of workshared mail, I propose a new First 

Class single piece “P” rate in this case of 32 cents, as well as modest increases in 
worksharing discounts which reflect increased cost avoidance between R97-1 and 

‘ Washmgton Post, “Sorting Out Mail’s Place in Internet Age”, 1/24/00, page A I .  The detailed volume 
forecasts for the GAO study, conducted by the same Chlcago fum that testifies on test year volumes in rate 
cases, shows the volume of First Class workshared letter mail peaking at 50.9 billion pieces in 2003, a short 
two years afier the 2001 Test Year in this case. The volume forecasts show First Class workshared letter 
mail volume declining thereafter annually to 44.5 billion pieces in 2008. The decline in single piece volume 
is continuous over the forecast range, from 53.6 billion pieces in 1999 to 39.9 billion pieces in 2008. ’ Testimony of Hon Edward J. Gleiman, before Committee on Government Reform, Subcommittee on the 
Postal Service, ,?/I 1/99. 

3 
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RZOOO-I. a projected increase in inflation by the test year, as well as the need to be 

competitive with emerging electronic alternatives. My proposed “P” rate makes i t  clear 

that the value of worksharing has not peaked. 

Finally, in this case the Postal Service has responded to the Commission’s request for an 

extra ounce cost study for First Class Mail. In R97-1, the Postal Service produced a new 

weight study for Standard A mail, but it did not include data for First Class. In R2000-I 

the Postal Service has updated that study for Standard A mail and extended it to the study 

of First Class Mail. 

The data presented for First Class presort letter mail, and presort all shapes mail, are 

highly erratic, both in an absolute sense and relative to the data presented for Standard A 

mail, and single piece mail in First Class. My findings indicate a clear need for a larger 

sample size of IOCS tallies for the presort cost per weight increment to be statistically 

significant. Unfortunately, the Postal Service did not make an effort to create a sample 

that might have yielded statistically significant results for First Class presort extra ounce 

costs. 

In this testimony, I rely on an older study of First Class presort extra ounce costs, and 

find that the costs per ounce increment in the lighter weight ranges are quite consistent 

with what the Postal Service has presented in this case for Standard A Regular mail. I use 

this as one basis for proposing to extend the heavy weight discount to the second ounce 

of presort mail. I also re-calculate USPS witness Daniel’s extra ounce costs in the 2-1 I+  

weight range on a pure weight basis for First Class presort mail, find that her costs are 4.4 

cents too high, and propose keeping the extra ounce rate at 22 cents as a result. 

4 
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111. What are the Trends in First Class Unit Attributable Costs at the End of the 
Automation Decade? 

A. What Is Reallv Happening to Costs Over Time Is Harder and Harder to 
Discern from Postal Service Rate Filings 

The frequency of changes in costing methodology rate case to rate case make it 

increasingly difficult for intervenors and the Postal Rate Commission to discover what is 

actually happening to Postal Service costs over time. These substantial and continuous 

changes in costing methodology increasingly prevent intervening parties and the 

Commission from answering the question: “What is happening to costs over time using 

an “apples to apples” comparison?” 

We expect to see refinements in costing methodologies leading to small changes in 

previously arrived at results, apart from exogenous factors. That is not the situation here. 

For example, there has been a re-estimation of the costs of non-automation preson mail 

processing costs that is 44% higher than the last rate case largely because of how the 

IOCS tallies are dis-aggregated by rate category for First Class workshared mail. 

As another example, after refining its approach to cost modeling for First Class mail 

processing costs in R97-1 from the method the Postal Service introduced in MC95-I, we 

might have expected to see the same methodology, further refined. Instead, there has 

been a wholesale abandonment of the “proportional” costs in those models. 

The changes in costing methodology might be seen to be objective and unbiased if they 

cut both ways when it comes to the questions of the costs and avoided costs of First Class 

workshared mail. Unfortunately, the changes are remarkably consistent and almost 

always seem to lead in the same direction, reducing avoided costs by: ( I )  reducing the 

benchmark costs from which worksharing savings are measured; (2) raising the model 

costs of the worksharing rate categories relative to the benchmark or (3) redefining CRA 

mail processing costs by constantly changing or reclassifjmg cost pools. 

5 
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Unfortunately. in this case even the audited Cost and Revenue Analysis has not remained 

immune from wholesale changes in cost methodology which make year to year 

comparisons difficult, rendering the once-reliable CRA somewhat less so. Figure 1, 

shows a dramatic decline in total unit attributable costs for First Class single piece mail 

pieces between 1996 and 1997, from 26.1 cents to 21.8 cents. And, indeed, USPS 

Lvitnesses ,Miller and Fro& have argued in their testimonies that improvements in mail 

processing technology for single piece letters have reduced the costs of single piece 

letters, including bulk metered mail (BMM). 

However, the reduction observed in Figure 1 is due primarily to the fact that the second 

largest traditional cost component in cost segment 3 of the CRA, mail processing 

overhead, has been altogether eliminated from cost segment 3 starting with the 1997 

CRA.6 This methodological change is nowhere mentioned by USPS witness Fronk in his 

response to ABA&NAPMKJSPS-T33-13. He presents the CRA dynamics as if these 

really represent a true cost decline rather than a major change in costing methodology. 

The effect of eliminating mail processing overhead from CRA cost segment 3 is to 

produce a more dramatic percentage decline in mail processing costs for aggregate single 

piece (and BMM) mail than for presort mail, producing a compression in reported cost 

avoidance that is not substantive in character but methodological. 

‘ The CR4 change isevidently the result of the methodological change imoduced in R97-1 which asserts 
that mail processing labor costs are less than 100% volume variable. The 1997 CRA had not been released 
when R97-1 was in process. In response to the same interrogatory, USPS wimess Fronk claims the 1998 
total unit attributable cost for First Class single piece is 2 1.6 cents, and for presort 9.7 cents. In fact, the 
independently audited version of the 1998 CRA shows these unit costs to be 21.8 cents and 9.4 cents, 
respectively. Evidently, in his response, wimess Fro& used another version of the 1998 CRA, whch IS 
subntled “revised RPW data version”. 
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B Cost Differences Between All Sinqle Piece Mail and LVorkshared hlail 
Habe Widened Over the Automation Decade 

M y  discussion of CRA all shapes cost differences remains as a preface to a more 

analytical treatment of letter cost differences and avoided costs in Section VII. The eight 

years on which I focus here should be sufficient to answer at least in the first instance the 

following questions: 

1. What has been the impact of the automation decade on mail processing 
and delivery costs in First Class? 

_. 7 . b e  the unit cost gaps between First Class single piece mail (including 
metered mail) and First Class presort mail increasing over time, 
decreasing, or remaining about the same? 

The total attributableivolume variable cost difference between a First Class single piece 

letter and a presort letter has been growing over the 1992-1999 period. This is evident 

from the EXCEL trend lines plotted in Figure 1 .’ To the extent that automation has been 

driving both trends over the full period considered, but without considering the effects of 

methodological changes in CRA measurements, overall attributable unit costs for First 

Class single piece mail are in 1998 about what they were in 1992. In real t e h s ,  they have 

declined. On this score, especially in light of recent improvements in RCR read rates, the 

Postal Service and its vendors deserve credit. 

Over the full period, total unit amibutable/volume variable costs for First Class presort 

mail have been going down by about three-tenths of a cent per year. The CRA presort 

category includes many types of workshared mail: non-automation presort, basic 

automation, automation 3 digit presort, automation 5 digit presort and carrier route 

presort. As a whole, First Class workshared mail continues to drive costs out of the Postal 

Service. 

’ It would hold true if we eliminated the 1996 point for First Class single piece mail as a high cost outlier. 
The cost difference trend with presort would in fact be a little greater than the trend line result reponed in m. 
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Importantly, there is no indication in these data of any trend which shows "the value of 

worksharing has peaked" either for the Postal Senice or the public at large including 

private sector mailers who barcode and presort their own mail or who barcode and presort 

customers' mail. 

In Figure 2, I examine unit mail processing costs. Arguably, one should include a 

comparison of direct labor and mail processing overhead. Because the CRA starting in 

1997 eliminated that cost segment 3 column of data and because the Postal Service's cost 

avoidance methodology also now focuses just on direct labor costs in that CRA cost 

segment, I also focus the discussion of the longer term trend on mail processing direct 

labor costs. Over the 1992-1999 period, these costs have risen between two-tenths and 

three-tenths of a cent per year for First Class single piece mail, and appear to have 

stabilized for First Class workshared mail. 

The important point here is that considered as a longer term rather than recent trend, mail 

processing automation, together with all other factors influencing direct labor costs, has 

not led to a reduction in unit costs, but a net stabilization of such costs. In the absence of 

automation, these costs would have risen substantially, and stabilization is no small 

achievement. if it survives. 

Another notable cost development in Figure 2 is the reduction in mail processing labor 

costs in 1998 compared to 1997 for First Class single piece mail. Because the 1997 and 

1998 CRAs are on a methodologically consistent basis, the reduction in unit mail 

processing labor costs from 8.76 cents to 8.62 cents in 1998 may be the best unmassaged 

estimate we have of the positive impact of improved RCR and related technology on mail 

processing direct labor costs for single piece mail.* 

If  this -0.14 cent difference is the start of a new trend driven by RCR technology, it 

would be a welcome one, finally realizing the expectations of automation expressed in 

According to the USPS DAR, "Remote Computer Reader 2000 Handwriting Recognition Upgrade", 8 

1/28/99, which is LR-1-164 in this case, RCR read rates increased from 35% in January of 1997 to 53% in 
May of 1998. The CRA numbers. however, include effects from all shapes, not just letten. 

9 
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1988 by then PMG Tony Frank.' Unfortunately, the 1999 CRA numbers for single piece 

mail show an increase in mail processing costs of -0.81 cents over the 1998 figures. 

Sonetheless, the Postal Service deserves credit for making automation work, but so also 

do the hundreds of presort bureaus and major mailers who have made major investments 

in automation technology and also make the system work. 

Delivery costs are the other major component of the CRA whose dynamics the Postal 

Sewice and the Commission scrutinize for avoided costs in the process of setting 

discounts for First Class workshared mail. Fiqure 3 presents the trends in these costs over 

the course of the automation decade. As a result of automation and all other factors, unit 

delivery costs for First Class single piece mail appear to have been fairly stable over the 

period 1992-1999. Unit delivery costs for workshared mail have exhibited a decline over 

the period, falling at about two-tenths of one cent per year.'' 

... 

USPS 1988 Annual Reoon, page 3 .  
Through 1998 CRA data, the slope of the preson trend line is -0.200, but including the 1999 CRA data I O  

reduces It to -0.163. The origins ofthe spikes in 1999 CRA unit delivery cost data &e not known at this 
time, whether shape based or other factor. 

I I  
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IV However hleasured on a Consistent Methodoloeical Basis, Cost Avoidance for 
First Class Workshared Letters has Increased Since the Last Rate Case, Contrarv 
to the Misleadme Argument Put Forth bv the Postal Servlce 

First Class rates witness Fronk has asserted in his testimony: 

The cost analysis performed for the current docket by witness Miller (USPS-T- 
24)  demonstrated that the cost differences between automation tiers are now 
smaller than they were estimated to be in Docket No. R97-1. As a result, if the 
proposed workshare discounts were tied strictly to avoided costs, many discounts 
would need to be reduced. Instead, the Postal Service’s proposal in this docket 
will generally maintain workshare discounts at their present levels, as discussed in 
detail below. However, if the cost data presented in this docket are the beginning 
of a new cost trend indicating the value of worksharing to the Postal Service has 
peaked, then the mailing community might anticipate smaller discount proposals 
in the future. 
Source: USPS-T-33, p.20, lines 12-21. 

Section V. of USPS witness Miller’s testimony is entitled “Letters and Cards Results”. It 

consists of two subsections, V. A. entitled “Cost Methodology Enhancements”, and 

Section V. B., entitled “Technology Improvements”. In Section V. B. of his testimony, 

USPS witness Miller explains that his reduced cost avoidances reflect changes in 

technology. He states: 

Improvements in letter sorting technologies also affect mail processing unit costs. 
At the very least, they may be suppressing these costs. The RCR system can be 
used as an example. The First - Class letters Bulk Metered Mail benchmark can 
be processed through RCR. Improvements to the RCR finalization rate will 
therefore serve to suppress the processing costs for that mail. The RCR system, 
however, should not have an impact on the processing costs for the prebarcoded 
First - Class automation presort categories. As a result, it is expected that RCR 
improvements have “pinched” the worksharing related savings calculated for the 
First - Class automation presort rate categories. 
Source: USPS-T-24, p.17, lines 19-27. 

However, witness Miller in Section V. A. is largely silent on the subject of whether or not 

his prolific cost methodology “enhancements” also have pinched his cost avoidances 

relative to those presented by the Postal Service in Docket R97-1.” In fact, as I will show 

below in discussing Figure 4 and Figure 5 ,  witness Miller’s changes in costing 

According to witness Miller nonautomation presort unit mail processing costs are somewhat higher than 11 

the modeling of such costs in R97-I showed them to be. He is silent on the impact all his other 
“enhancements” have on avoided costs. 

13 
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methodology are far more responsible for his conclusions about shrinking cost 

avoidances than the technology changes which are really his sole stated explanation for 

shrinking cost avoidances. 

First of all. what is witness Miller actually saying, and what is he not saying. In looking 

at Figure 4 below, the first set of comparisons between R97-1 and RZOOO-1 test year cost 

avoidances for First Class workshared mail are labeled “USPS apples to oranges” and 

“consistent methodology”. “C‘SPS apples to oranges” refers to the costing methodology 

employed by USPS witness Hatfield for measuring unit mail processing costs in R97-I 

combined with the very different costing methodology used by USPS witness Miller in 

RZOOO-1. “Consistent methodology” refers to the costing methodology employed by 

USPS witness Miller for measuring unit mail processing costs in R.2000-1 combined with 

application of the same methodology for measuring those costs for the test year in R97-1. 

Using the “USPS apples to oranges” method of comparing cost avoidance, we can see 

from the two figures that, indeed, cost avoidances would appear to have fallen between 

the two cases. Under USPS witness Miller’s apples to oranges comparison, they would 

appear to have fallen by half a cent for a basic automation letter and by an additional 

three-tenths of a cent in the 5 digit presort tier. Only the 3 digit presort tier would appear 

to have increased cost avoidance, about two-tenths of a cent, but that does not fully offset 

the reduced cost avoidance which his comparison would make for the basic automation 

letter. Thus, the net overall cost avoidance for all three tiers has gone down compared to 

USPS estimates from R97-1 using witness Miller’s apples to oranges comparison. This is 

what USPS wimess Miller means by worksharing savings being “pinched” in this case. It 

is this comparison and or& this comparison that is in part relied upon by USPS witness 

Fronk in setting First Class worksharing rates and discounts. 

However, no such conclusions about reduced cost avoidance can be legitimately drawn 

from such a comparison since: (i) the methodologies in calculating cost avoidances have 

changed between the two rate cases; and (ii) those changing methodologies themselves 

14 
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:tors such as improved RCR technology] affect the cost [apart, for example, from other 

avoidances measured. The only legitimate way one can draw an inference about the 

change in true cost avoidance between R97-I and WOOO-1 is to isolate those factors that 

might be changing the tme cost avoidance and separate them from the change in costing 

methodology, which by itself is influencing the cost avoidances measured. 

There are two methodologically consistent ways to provide the correct input for First 

Class rate witness Fronk in this case. First, the R2OOO-1 cost methodology can be applied 

to the R97-1 test year data. This is done in Workpaper 2 (WP.2), and the results are 

summarized in the “consistent methodology” comparisons by workshared rate category in 

Figure 4. Second, the R97-1 cost methodology can be applied to the R2OOO-1 test year 

data. This is also done in wp.2, and the results are summarized in the “consistent 

methodology” comparisons in Figure 5 .  In fact each test is necessary, both to establish 

consistency of results and compare magnitude of results. 

The most important finding is that using either one of the apples to apples “consistent 

methodology” comparisons, as opposed to USPS witness Miller’s “apples to oranges” 

comparisons, cost avoidances have increased for First Class workshared letter mail 

between the R97-1 test year and TY2001 in this rate case. The magnitudes vary by rate 

category and costing methodology used.” Indeed, when all was said and done, USPS 

witness Miller himself concluded in response to interrogatory ABA&NAF’M/USPS-T24- 

26(b), “I do not have the view that cost avoidance is shrinking.” (R2000-1, Tr. Vol. 7, p. 

3071.) 

The exercise in wp.2 as summarized here answers decisively the qualitative question of 

whether cost avoidances have gone up or down since the last rate case for First Class 

workshared letter mail. They have gone up. Indeed, had the Postal Service used either 

’’ The increase in cost avoidance for a basic automation letter using the W7-1 methodology is small and 
not observable in Figure, up from 5.7344 cents to 5.7780 cents. 

17 
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methodology consistently in its comparison. the cost avoidance between the basic 

automation and 3-digit presort tier has clearly widened. Furthermore, using the R97-I 

methodology, the cost avoidance for the 3-digit presort tier in the R2000-1 test year is 

1.36 cents and for the 5-digit tier is 1.69 cents.” 

V. The Bulk Metered Benchmark Is No Loneer Appropriate, Would Defeat the 
Effort to Prebarcode Single Piece Letters. and Should be Abandoned in Favor of 
Some Tanqible Single Piece Hybrid 

A. The BMM Benchmark has Proven to be as Mythical a Beast as the Postal 
Service’s Defunct “Identical Piece” Hypothetical 

In light of the record in this proceeding, it  must be admitted that the Commission’s past 

choice of bulk metered mail (BMM) is no longer an appropriate benchmark for 

measuring First Class letter mail worksharing savings. After two rate cases in which this 

benchmark has been used to measure costs avoided following a suggestion made in the 

Commission’s o&RD in R90-I, it is still not clear that bulk metered mail is an actual, 

real world mail stream against which to measure savings from worksharing. It comes 

closer to resembling the Postal Service’s abandoned hypothetical construct of an 

identical-piece-but-for-presorting, than a real world benchmark like all non-prebarcoded. 

non-presorted single piece mail. 

For some years prior to MC95-1, the Postal Rate Commission rejected the Postal 

Service’s methodology for measuring the “cost avoidance” of presorted, and later 

automation compatible, First Class letter mail. The identical piece comparison was a 

hypothetical construct that the Postal Service used, a piece of mail identical in every 

respect to a presort letter, except for the fact that it was entered into the system as a non- 

presort letter. Whether one could find such a hypothetical mailstream in practice, and 

therefore, whether this method reflected cost differences between two actual, real-world 

mailstreams processed by the Postal Service was a lingering issue that helped lead to the 

demise of the identical piece methodology. 

” See WP.1, Table 8 
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Instead, the Commission came to rely on its own method, which became known as 

”Appendix F” for the place in the Appendices to its O&RDs where the calculations were 

done. In the “Appendix F” method, of course, not all cost differences between preson and 

non-presort letters were scored for purposes of setting worksharing discounts. But the 

letter cost differences between the two tangible mailstreams formed an upper hound from 

which work-sharing related discounts were set, much as the Postal Service’s identical 

piece methodology formed a lower bound 

The Commission found in R94-1 it could no longer rely on its own “Appendix F“ 
methodology for measuring cost differences between a First Class presort letter and a 

single piece letter in an increasingly automated environment. In MC95-1, the 

Commission explained its abandonment of the Appendix F method, concluding that it 

was an interim solution to a policy problem which had been overtaken by the automation 

discount structure. (MC95-I, o&RD, at par. 4293, fn 41.) 

In MC-95-1 at para. 4302 in its o&RD, in seeking to move beyond the Appendix F 
methodology, the Commission recommended the adoption of a “bulk metered mail” 

benchmark for measuring the “costs avoided” by First Class automation rate categories 

on the grounds that: ( I )  its current single piece benchmark “includes the costs of both 

stamped mail and bulk metered mail”; and (2) in its R90-1 o&RD, it expressed the view 

that “the single-piece mail most likely to convert to the automation categories is limited 

to the bulk metered component. That component has significantly more homogeneous, 

and lower, cost characteristics than single-piece mail overall.” Since the Postal Service 

had not calculated the cost of BMM letters in MC-95-1, the Commission chose to reduce 

“the passthrough of the cost differential between the single-piece benchmark and the 

basic automation tier ftom 100% to 78%:’ 

In its own presentation, the Postal Service has defined bulk metered mail as “metered 

letter mail which is trayed by the mailer, so it does not require the preparation that 

bundled metered letters would. Similarly, bulk metered mail does not require facing and 

canceling.” (R2000-1, USPS-T-33, p. 18, footnote 2). USPS mail processing cost witness 

19 
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,Miller makes “an assumption (discussed above on page 10) that BMM letters are entered 

in Full trays.” (WOOO-1, USPS-T-24, p. 12. lines 9-10), On page 10 ofhis testimony he 

justifies this full tray assumption for letters in Section 2 .  e. “Package Sorting Costs”, by 

simply asserting “that letter mail processing is predominantly tray based.” (R2000-1. 

L’SPS-T-24, p. IO. line 13). Thus, BMM appears to be an assumption based on an 

assertion which does not justify the assumption. 

Evidently, the Postal Service itself recognizes that the existence of a real-world mail 

stream called bulk metered mail is an assumption. Nowhere in this docket under repeated 

cross examination has any Postal Service witness been able to assert that such a mail 

stream actually exists, much less to measure its volume or direct cost characteristics.“ 

What we do know is that there is no current discount for the costly worksharing activities 

assumed to differentiate single piece metered mail from bulk metered mail, cost pool 

“ I  Cancmmp” whose estimated value is 0.3 cents per piece. Hence, one can be highly 

skeptical of the existence of such a benchmark. For this reason, BMM has that 

hypothetical construct trait associated with the Postal Service’s abandoned “identical 

piece” methodology, a methodology which the Commission itself has rejected. 

B. The BMM Benchmark is in Reality a Hybrid Single Piece Metered Mail 
and Non-Automation Presort Benchmark 

In developing its costs for the BMM benchmark, the Postal Service has had to borrow 

from hither and yon, as would be necessary for a hypothetical construct. For mail 

processing costs, it appears to have measured the costs of single piece metered letters, 

and this is especially evident ffom the 52 cost pools in USPS witness Smith’s detailed 

spreadsheets in LR-1-81, In the case of delivery costs, USPS witness Daniel “assumes” 

that BMM costs are the same as a non-automation presort letter. 

“See, for example the responses to interrogatories ABA&NAPMKJSPS-T24-15, Tr. at Vol. 21, p. 8647; 
and 20, 21, and 22. TI. at 3064-3067. 
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Thus, in place of a single piece aggregate benchmark for estimating worksharing savings, 

we now have a benchmark which is in the main a single-piece-metered-cum 

nonautomation-presor-with-a-dash-of-BMM-~ll-tray-assumption benchmark. 

In measuring cost avoidance in this case where BMM cannot be shown to even exist, the 

Commission should at least acknowledge what is actually being costed as a benchmark, 

in the main a single piece metered letter including the ICanmmp cost pool. Yet, it is not 

clear that sinqle piece metered mail is any better a candidate for conversion to 

worksharing than other categories of First Class single piece mail. Indeed, the 

Commission’s opinion from R90-1 that stamped mail might very well become a 

candidate for presortation, i.e., worksharing, could be viewed as conflicting with its 

rationale for using BMM as a benchmark, although the latter rationale referenced 

automation and not presorting per se.” 

This conflict in choice of benchmarks in relation to some of the above issues becomes 

stark in the case of my proposed First Class single piece “P” rate as set forth later in 

Section VII. of this testimony. Under a “P” rate regime, BMM mail, even if it exists, 

clearly would not be the most likely candidate mail for conversion to worksharing. Single 

piece metered mail would likely convert to the “P” rate meter imprint, and“‘P” stamped 

mail such as monthly bill payments and Christmas cards would be equally likely as 

conversion candidates. The only appropriate benchmark for measuring First Class 

worksharing savings under a “P” rate regime would be the Commission’s aggregate 

single piece letter, as there is no -reason for believing stamped letters would be 

any less likely to convert to worksharing than single piece metered or (if they exist) bulk 

metered letters. 

Use of a BMM benchmark would in addition to the weaknesses noted above be an 

admission of defeat in my proposed “P” rate effort to prebarcode and presort more single 

piece letter mail. If continued, the BMM benchmark will become a self-fulfilling 

prophecy by establishing worksharing discounts at a level which discourages mailers 

from attempting to upgrade all single piece mail through worksharing. Concepts like the 

Portal Rate Commission, o&RD, R90-1, p. v-43. para. 5101. I S  
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“P” rate demonstrate that the BMM benchmark has now outlived its usefulness as RCR 

technology has progressed, much as the “Appendix F“ method outlived its usefulness as 

the USPS automation program progressed. 

In the next section, I use a single piece metered benchmark to calculate avoided costs for 

First Class workshared letters under the assumption that no “P” rate regime exists.“ 

Were I to assume the P rate regime is already established for the test year in this case. I 

would have used the aggregate single piece letter as the benchmark since there would be 

no a priori reason for believing that any one type of single piece letter mail would be a 

better candidate for prebarcoding than any other. 

\’I Using the Postal Sen ice’s Methodoloey After Correcting for Witness \Idler’s 
Over-Zealousness, I Find the Cost Avoidance of a First Class Basic Automation 
Letter is 6 6 Cents 

A. Using the Commission’s Methodology, the Postal Service Finds the Cost 
Avoidance of a Basic Automation Letter is 6.9 Cents 

As in R97-1, I take no position on whether the Postal Service’s “cost avoidance” 

methodology assuming less than 100% volume variability for mail processing labor is 

superior relative to the Commission’s methodology, which assumes 100% volume 

variability. The Commission is familiar enough with its own methodology that I do not 

need to reproduce it here. However, in a compelled response to ABA&NAPM-T24-lB, 

the Postal Service has stated that TY 2001 cost avoidances using the Commission’s 

methodology are as depicted in Table One. 

Suffice it to say that the cost avoidance numbers in Table One provide ample suppon for 

higher First Class Letter Mail worksharing discounts than have been proposed by the 

Postal Service in this case. 

l6 USPS wimcss Smith estimates this cost at 10.77 cents. 
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I view my role as an expert providing input for the Commission in its decision-making 

process in RZOOO-1 to be one of critically evaluating the Postal Service's case on its own 

terns. In the history of worksharing discounts for First Class Mail, no matter what 

methodology was being used, the Postal Service's estimates have always been well below 

those of the Commission. Thus, the greatest service I can provide to the Commission is 

sifting and winnowing witness Miller's and witness Daniel's mail processing and 

delivery cost calculations, and associated cost avoidances, for First Class workshared 

letter mail. 

There have been very few if any changes to witness Daniel's methodology for estimating 

test year delivery costs in this case from those she and USPS witness Hume used in 

R97-1. Her revised unit delivery costs show cost avoidance of 1.160 cents for a basic 

automation letter, an additional 0.123 cents for a 3 digit letter and an additional 0.199 

cents for a 5 digit letter. In my cost avoidance calculations I have made no effort to 

change these numbers." 

As discussed later, however, in Section XIII. A,, I do believe that First Class Mail in general and First 
Class workshared mail in particular bears a very unfair burden in the allocation of delivery costs compared 
to Standard A commercial mail because: ( I )  so few of those costs are amibuted; and (2) the institutional 
delivery cost allocations are borne dispropomonately by First Class Mail categories due to their much 
higher cost coverages. 
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B. USPS Witness Miller’s Prolific Chanees to Mall Processing Cost 
Methodology are Extreme, Cannot be Seen as a Gradual Refinement of the 
R97-1 and MC95-1 Methodology, and Should be Rejected 

1 .  The Differences are One-sided and Biased 

Second, in R97-I. USPS witness Hatfield described proportional costs as those 

proportional to model related costs, or those that are related to the level of worksharing 

activities. (R97-I, USPS-T-25, page 10, lines 15-20.) Table Two portrays the major 

surgery USPS witness Miller has performed on the categorization of mail processing cost 

pools into “proportional”, “fixed” and “fixed non-worksharing related“. 

As can be seen in Table Two witness Hatfield himself described most cost pools as 

proportional, that is related to the level of worksharing. He stated: 

In the case of First-class non-carrier route presort mail, the percentage of 
benchmark costs that are categorized as proportional is 92 percent. This result 
supports witness Smith’s conclusion that “non-model costs are, in fact, presort 
related and that many of these costs would probably be proportionate to model 
costs. 
Source: R97-1, USPS-T25, page 11, lines 4-8. 

USPS witness Miller defines fixed costs as those affected by worksharing but not varying 

by the level of presorting and/or prebarcoding. In this case, USPS witness Miller creates a 

new category of mail processing costs called “nonworksharing related”, and reclassifies a 

number of CRA cost pools as falling into that category, radically changing the 

classifications used by USPS witness Hatfield in R97-1 and USPS witness Smith in 

MC95-I. 

Whereas the R97-1 costing methodology defined 37 cost pools as proportional and 10 as 

fixed, the R2000-1 costing methodology defines only 11 cost pools as proportional, 6 as 

worksharing related fixed, and 35 cost pools as non-worksharing related fixed. In the 

R97-1 costing methodology 79% of the mail processing cost pools were defined as being 
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Source Abbreviation 

BMCS NMO 
BMCS OTHR 
BMCS PL4 
BMCS PSM 
BMCS SPB 
0MtS SSM 
MOOS BCSI 
MODS OCW 
MODS FSMI 
MODS LSMl 
MODS MECPARC 
MODS SPBSOTH 
MODS SPBSPRIO 
MODS ISACKSM 
MODS MANF 
MODS MANL 
MODS MANP 
MODS PRlORiTY 
MODS LD15 
MODS lBULKPR 
MODS 1CANCMMP 
MOOS IOPBULK 
MODS lOPPREF 
MODS lPLATFRM 
MODS lPOUCHlNG 
MODS lSACKSH 
MOOS (SCAN 
MOOS BUSREPLY 
MOOS EXPRESS 
MODS MAiLGRAM 
MODS REGISTRY 
MOOS REWPAP 
MOOS IEEOMT 
MODS INTL 
MODS LO41 
MODS L M 2  
MOOS LM3 
MOOS LO44 
MOOS L W E X P  
MODS L W S S V  
MODS LO49 
MODS LDTS 

43 MODS lSUPPF1 
44 MODS lSUPPF4 

46 NONMOOS AUTOMECH 
47 NONMOOS EXPRESS 
48 NONMODS MANF 
49 NONMOOS MANL 
50 NONMOOS MANP 
51 NONMOOS MlSC 

Table TWO 

USPS )Mail Processing Cost Pool comparison 
RZOOO-1 vs R97-1 
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R97-1 
COIt  
POD1 C0.t PO01 

5ourc. Abbreviation 

BMCs 
BMCr 
BMCs 
0MCr 
BMCs 
BMCs 
mOdS 
mods 
mOds 
&6 
mOdS 
mOdr 
mcds 
mOdS 
mOds 
m d s  
mOdS 
mods 
mwr 
m w s  
mcdr 
mods 
mods 
mOds 
mcds 
mods 
mod6 
mods 
mod8 
mods 
mods 
mods 
mods 
mod. 
mods 
mod6 
mods 
mod6 
modr 
mods 
mod* 
mxM 

nmo 
Olhr 
Pla 
psm 
SPb 
Ism 
w 
ocli 
tsnu' 
1 S d  

mecparc 
SPbI  om 
rpbrPno 

lSackS_m 
m a d  
man1 
manp 

P O W  
LD15 

lBulk or 
1CancMPP 

lOPbuik 
1DPpwf 
1Platfml 

lPOUCHNG 
1SackS-h 
lSCAN 

BurRaply 
BXPreU 

MAILGRAM 
Rwis lv  

REWRAP 
lEEQMT 

INTL 
LO41 
LMZ 
L M 3  
LO44 

L W  Ew 
LW-SS" 

LO49 
LDl9 

mods L W O l h  

48 NonModr 

51 

Worksharing 
Related 

PrOpOruO".I 

R97-1 R2000-I 

X 
X 
X 
X 
X 
X 
X 

X 
X 
X 
X 
X 
X 
X 
X 
X 

X 

X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

X 
X 
X 

X 
X 

X 

X 

X 

X 
X 
X 
X 

X 

X 

Worksharing 
Related 
F1x.d 

S97.1 R2.000.' 

N0n.Workshnn.g 
Rdrted 
Fixed 

R97-1 RZOOO- 

X 
X 
X 
X 
X 
X 

X 

X 
X 
X 
X 
X 

X 
X 

X 

X 

X 
X 
X 
X 
X 
X 
X 
X 
X 

X 
X 

X 
X 

X 

X 
X 

X 
X 
X 

Soure: RZWO-1. USPS.T-24. Aqwndu I. Page 1-7: R97-1, USPS-T-25. Aqpendir V. 
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narksharing related. whereas in WOOO-1, only 33% are defined as being worksharing 

related.'* 

Yet. little or no evidence has been presented in this case to explain why dozens of cost 

pools in this case were included and defined by USPS witness Hatfield to be worksharing 

related in R97-I, but were reclassified by USPS witness Miller in this case to be non- 

worksharing related. Where is the reclassification study that justifies all of these changes, 

or were the changes a matter of whim or subjective personal preference? 

-. 7 The Differences Lead to an Over-Determination of CRA 
Modeled Costs 

In my opinion, some of the major changes USPS witness Miller has made to the method 

employed by USPS witness Hatfield in R97-1 are improvements, and others are not. For 

example, using direct information from the CRA to measure non-automation presort unit 

costs is an improvement over the modeling of those costs conducted in R97-1 and 

MC95-1. 

This improvement raises several issues, however. First, why wasn't the same procedure 

used in R97-1 (or MC95-l)? Second, if the current CRA enables us to directly measure 

the unit costs of two First Class letter worksharing rate categories already, carrier route 

presort and now non-automation presort, just how much more difficult can it be to 

directly measure the remaining three rate categories, basic automation, 3 digit and 5 digit 

prebarcoded? This would avoid what I see as new problems with the modeled costs and 

C R 4  reconciliation as presented by witness Miller in this case. 

As introduced in MC95-1 by USPS witness Smith, the modeled cost methodology 

suffered from the problem of substantial under-determination of the CRA mail processing 

costs for First Class workshared letter mail. Witness Smith had to apply a large, 1.39 non- 

While USPS witness Miller defends hs major surgery on the grounds that most of the magnitudes of 
mail processing costs are found in the cost pools he defmes as worksharing related, this is nonetheless a 
major change in costing methodologies. Some rather large magmtudes are found in cost pools he has 
excluded. 

I 8  
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modeled cost factor to his modeled costs to reconcile the models with the CRA. The 

Commission noted this problem in P.O.I.R. number 6 in that case, and asked intervenors 

to comment on it. The Postal Service refined its cost models in R97-I, and the non- 

modeled cost factor was reduced to 1.16. 

As a result of witness Miller’s numerous changes to mail processing cost methodology in 

this case, we now have cost models for basic automation, and 3 and 5 digit presort 

prebarcoded letters that over-determine CRA benchmark costs. I have produced as Figure 

6 USPS witness Miller’s methodology as it is a useful way of summarizing what he has 

done.19 In step 3 as shown, witness Miller must subtract between two-tenths and four- 

tenths of a cent from his modeled costs by workshared rate category to reconcile his mail 

flow models with CRA letter cost data as developed by cost pool by witness Smith in 

LR-1-8 1. 

In my opinion this over-determination in modeled costs is no less serious a problem than 

under-determination, and leaves us with less confidence than I had in R97-1 that the 

Postal Service was refining its modeled cost approach and making progress in doing so. 

Witness Miller’s over-determination of CRA unit costs and his finding that modeled costs 

in R97-1 resulted in a 44% error in one rate category for which he now used a direct CRA 

calculation have persuaded me that the most accurate and reliable way to measure 

avoided costs between all rate categories is likely to be a direct CRA approach by cost 

pool. Also, the potential for methodological chicanery would appear to be lessened if not 

eliminated through such an approach. After three rate cases, the modeled cost approach is 

obviously 

avoidances by rate category. 

leading us to a progressive refinement in estimating true costs and cost 

I believe the Commission should urge the Postal Service to do enough IOCS sampling 

before the next rate case so that CRA unit costs by cost pool can be directly estimated for 

l9 This is based on wimess Hatfield’s summary Figure 111-A from R97-1 
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1 2 4 2 8  

MC95-1 1.390 
R97-1 1.160 
R2000-1 0.891 

First Class Presort Letters 
USPS Model Cost Adjustment 

- 

Figure 6 

Miller Methodology for First Class Workshared 
Mail Processing Costs 

(Cents) 
Step 1 :  Step 2: 

DeveloD Benchmark Costs USPS Mail Flow Model Costs 

~. ~ ~~ ~~~~~ ~~ ~ ~~~~~ ~ ~ ~~ ~~ ~ .. 

4.093 

2.866 

m1'71g I"" I Proportional 

Benchmark Automation Basic Automation 3- Automation 5- Automation 5- Weighted 
Presort Digit Preson Digit Presort Digit Presort Average 

(CSECS) 

SteD 3: Develop Total Unit Mail Processina Costs 

Proportional Benchmark Costs - 2.553cents = o,89, Proportional Adjustment = - 
Average Model Costs 2.866 cents 

Cent 
9~ 

8~ 

7~ 

6 -  

5 -  

4 -  

3 -  

2 -  

1 -  

0 

-1 - of Model Cost 
Over Delemination 

-2 

U 
-0.446 

Model Cost 
(from Step 2) 

Fixed Adjustment 

\ I  
0.665 

2.206 

0.665 

1.719 

-0.240 

0.665 

3.093 

0.337 -0.187 

Nomutomation Automation Basic Automation 3-Digit Automation 5Digit Automalion SDigit 
Presort Presorl Presort Presort Presort (CSBCS) 

Source: R2000-1, USPS-T24, Appendix 1, page 1-5. 
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basic automation and 3 and 5 digit prebarcoded letters instead of using the indirect 

modeled cost approach. 

The real problem in witness Miller’s approach may well lie less with the cost models 

themselves than with his wholesale and inadequatelyjustified exclusion of 35 cost pools 

in developing his CRA benchmark. That is to say, the over-determination of CRA costs 

through his modeled costs may be due to his radical changes to the CRA benchmark and 

not with the cost models per se. Here, the models may be more accurate than his 

manipulations of the CRA. 

The Commission should welcome true improvements in costing methodologies, but they 

should reject one-sided changes that appear to be “mission-based” rather than objective, 

balanced and fair. There is a mistaken tendency on the part of USPS witnesses to adopt 

the attitude that worksharing mailers have simply skimmed the low cost clean mail for 

private sector processing, leaving the Postal Service with the high cost, un-clean mail.20 

Working with customers to prepare their mail so that it is clean is a major and on-going 

expense for presort bureaus as DMM requirements are changed. Clean mail does not drop 

like manna from heaven on worksharing mailers. It is usually a major new customer 

service expense for each new client. Absent worksharing, those costs would be passed 

onto the Postal Service and are without question worksharing-related. I propose that such 

costs be explicitly included in a new cost pool “53” in the next rate case.” In addition to 

his omission of such customer education costs, USPS witness Miller has failed to include 

numerous other worksharing related costs, for example: (1) the traying activities 

performed by worksharing mailers that save the USPS an equivalent cost per piece; (2) 

collection cost savings; and (3) UAA savings made by worksharing mailer investments in 

address - update software; (4) support operations for the automation machinery; (5) 

platform operations performed by worksharing mailers. 

%y “ P  rate proposal, which involves a concerted advemsing campaign by the Postal Service, should 
help much of the remaining First Class letter mail sueam become cleaner. 
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Each of these activities has associated costs for the mailer, each avoids costs for the 

Postal Service, yet none is being measured as part of the cost avoidance in witness 

?.filler’s approach. If these gaps were carried over into the setting of worksharing 

discounts. it would be analogous to a market situation in which a dominant firm priced its 

product below its own necessaIy costs so that competitors could not recover their costs in 

the revenue they received from the below cost price in the market. I do not believe the 

Commission desires to set discounts that would cripple the worksharing mailer 

community, but that is what an artificially low estimate of cost avoidance could well 

produce. 

Whether the above six and other necessary costs of worksharing are included in U P S  

cost avoidance studies or not, they still must be paid by worksharing mailers as a 

necessary expense. The cavalier attitude with which the Postal Service has compressed 

cost avoidances in this case through wholesale changes in costing methodologies, and 

then “magnanimously” set worksharing discounts at over 100% of their pared cost 

avoidances, is almost Kafka-esque. 

C. My Cost Avoidance Approach Using the General USPS Methodology 
Nonetheless Accepts 23 of Witness Miller’s Cost Pool Classification 
Changes While Reiecting 12 

I agree with the changes to witness Hatfield’s methodology that witness Miller has made 

to 23 of the 52 mail processing cost pools, excluding them from worksharing-related mail 

processing costs. I disagree with changes witness Miller has made to 12 of the 52 cost 

pools. In these 12 instances, as discussed in detail in Exhibit A and summarized below in 

Table Three, I believe witness Miller has misclassified mail processing cost pools as 
being “non-worksharing related fixed” when in fact they should be classified as either 

worksharing related proportional or worksharing related fixed. 

’’ If my “ P  rate proposal is adopted, the education campaign required for this will give us a positive 
benchmark against wtucb avoided customer education costs by major mailers and preson bureaus can be 
measured. 

30 
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MODS INTL 

MODS ISUPPFl 
j MODS ISLPPF4 

NONMODS ALLIED 

NON MODS M I X  

Table Three 

Adjustments to USPS CRA Cost Pool Classifications 
(Cents) 

6 

7 
8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Metered Letters 

0.02 

0.04 

0.30 

0.76 

0.10 

0.01 

0.03 

0.01 

0.12 

0.29 

0.44 

0.17 

Automation Presort Costs Avoided 

0.01 0.01 

0.02 0.02 

0.03 0.27 

0.29 0.47 

0.05 0.05 

0.00 0.01 

0.01 0.02 

0.00 0.01 

0.04 0.08 

0.07 0.22 

0.19 0.25 

0.08 0.09 

Source: ABA&NAPM-T-1, Exhibit A, Table A2, and A3, and Section B: Cost Pool 
Classification Refinements. 

My refined methodology for estimating unit mail processing costs for First Class 

workshared letter mail is summarized in F i w e  7, which can be compared and contrasted 

with witness Miller’s approach from Figure 6 .  My proportional CRA benchmark costs 

are 2.757 cents whereas witness Miller’s are 2.533 cents. My fixed costs, which do not 

vary with the level ofpresortation are 1.249 cents compared to witness Miller’s 0.665 

cents. My proportional adjustment factor is close to one, indicating a strong 

correspondence between modeled costs and the cost pools I believe are worksharing 

related. Witness Miller’s proportional adjustment factor is 0.891, indicating an over- 

determination of modeled costs. 

3 1  
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Fieure 7 

Refined Methodology for First Class Workshared 
Mai l  Processing Costs 

(Cents) 
Step 1 : Step 2: 

Develor, Benchmark Costs Use USPS Mail Flow Model Costs 
~-~ ___ -~ ~~ ~~~~ ~ . -~ ~~~ 

3.093 , I 2.206 I 2'866 

Proportional 

Benchmark Automation Basic Automation 3- Automation 5- Automation 5- Weighted 
Preson Digit Presort Digit Presort Digit Presort Average 

( c s B c s ) 

SteD 3: Develop Total Unit Mail Processina Costs 

Proportional Benchmark Costs - 2.757 cents = o,962 Proportional Adjustment = - 
Average Model Costs 2.866 cents 

Fixed Adjustment = 1.249 
MC95-1 1.390 

1.160 R97-1 
R2000-1 0.891 

First Class Presort Letlers 
USPS Model Cost Adjustment 

Cent 
9~ 

8 

7 

6 

5 

4 

3 

2 

1 

0 

-1 

8 239 

- 
1.249 

3.937 

-0.150 

I 11.249 I 2.975 

4.113 

Model Cost Fixed Adiustment 
I (from Step 2) \ L  

4.063 -0.081 

Nonautmation Presort Automation Basic Presort Automation >Digit Automatim COigit Automation CDigit 
Presort Presort Presort (CSBCS) 

Source: ABA&NAF'M-T-I, Exhibit A, Tables AI and A2. 
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D. Mv Measured Cost Avoidances are at Least 6.6 Cents for a Basic 
Automation Letter and 1. I Cents for the 3-Digit Presort Tier 

My refined mail processing and delivery unit cost totals and cost avoidances as 

developed in Exhibit A are summarized as follows in Table Four: 

Table Four 

Refined TY2001 Cost Avoidance Using USPS Methodology 

i First Class Letters MP - D MP + D Cost Avoidance , 
i 

Metered 10.6010 5.4790 16.080 _ _ _ _ _ _  
Basic Automation 5.1860 4.3190 9.505 6.575 

3D Auto 4.2240 4.1960 8.420 1.085 

SD Auto 3.0530 3.9970 7.050 1.370 

Source: ABA&NAPM-T-l, Exhibit A, Tables Al ,  A2, and A3; and Workpaper 1, 
page 11. 

I recommend a 100% pass-through of the cost avoidance, rounded to the nearest tenth of 

a cent, as the First Class workshared discount in this case for a basic automation letter. 

Even with my refinements, this is a 9 narrowly defined cost avoidance and as such 

warrants a f i l l  pass-through. 

Table Five 

ABA&NAPM Proposed Discounts for First Class Workshared Letters 

Basic automation discount: 6.6 cents 
+ 

3D auto discount: 1.2 cents = 7.8 cents 
+ 

5D auto discount: 1.7 cents = 9.5 cents 
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This proposed discount of 6.6 cents for a basic automation letter is 0.6 cents above the 

discount of 6.0 cents proposed by the Postal Service. which is also the current discount. 

My proposal reflects the fact of increased cost avoidance since the R97-1 rate case and a 

more reasonable classification of worksharing related cost pools in mail processing than 

the radical approach used by USPS witness Miller. It also reflects the qualitative factors 

that inflation appears to be accelerating and that electronic divergence may become a 

tangible threat shortly after the test year in this rate case as suggested by the GAO 

forecast in LR-1-179. The real value of worksharing discounts for First Class letter mail 

should not be cut as they are under the Postal Service proposal. 

The proposed discount for a prebarcoded 3 digit presort First Class letter based upon a 

100% pass-through of additional costs avoided would be an additional 1.1 cents. Because 

the 3 digit rate is the cornerstone of the automation program, I have added a one-tenth of 

a cent increase to my pure cost avoidance figure. My proposed discount of 1.2 cents 

compares with the Postal Service’s 0.9 cent proposal, which is below the Postal Service’s 

own cost avoidance measure of one cent. 

Finally, my proposed discount for a prebarcoded 5 digit presort First Class4etter is 1.7 

cents, 0.1 cents below the Postal Service’s proposed discount of 1.8 cents, which is also 

the current discount. My proposed discount is above both the Postal Service’s measured 

cost avoidance of 1.2 cents and my own measured cost avoidance of 1.4 cents for a 5 

digit presorted letter. The Postal Service and the Commission have tended to set the 5 

digit rate in the past well above measured cost avoidance in order to stimulate volume 

growth in this category relative to basic automation and 3 digit presort. However, in my 

view, this is a mature rate category. My proposed 1.7 cent 5 digit discount should be 

more than adequate to upgrade more workshared mail to a 5 digit presort. 

For the Commission’s consideration, there are two independent reference points 

concerning my results that give them credibility. First, my results are very close to 

Commission methodology results for 3 digit and 5 digit presorted, prebarcoded letters, as 

depicted in Table One on page 23. They are quite close for the basic automation letter 

34 
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cost avoidance estimate. I arrived at these aggregate results by giving consideration to 

each cost pool individually, and I arrived at them before receiving the Postal Service’s 

compelled response to AElA&NAPM/USPS-T24-1 on April 13 calculating cost 

avoidances for TYZOOlusing the Commission’s methodology. 

Second, the proportional adjustment of modeled costs to the CRA benchmark I arrived at 

is 0.962. This constitutes either a very small over-determination of costs by the cost 

models or a very small under-determination of the correct CRA benchmark value, or 

some combination of the two. However, my proportional adjustment figure is closer to 

1 .O than any of the three proportional adjustment figures used by the Postal Service since 

implementation of the modeled cost methodology in MC95-1. - If the cost models are 

fundamentally correct, my reconciliation with the CRA using a proportional adjustment 

factor very close to 1 .O indicates we may be close to true estimates of cost avoidance.’* 

VII. The Postal Service’s Commendable Progress on RCR Read Rates May Allow the 
Private Sector to Share the Challenge of Processing Higher Cost Mail via a “F”’ 
Rate Category for the General Public, Business, and the Residual Mail of Bulk 
M a i l e r s ’  

A. There is a Unique Opportunity in This Case to Merge Private Interests 
with the Public Interest 

“We are not persuaded that stamped mail is not a candidate for presortation.” 
(Postal Rate Commission, o&RD, R90-1, p. V-43, para. 5101.) 

There is a unique opportunity in this proceeding to make a reclassification rate proposal 

in which both private interests and the public purpose are served. Certainly, greater 

worksharing makes sense when Postal Service mail processing costs are escalating to the 

degree they are as revealed in the 1999 CRA. My proposal also comes at a time when: (1) 

RCR read rates are increasing and are expected to increase even further in the near future; 

(2) MLOCR qualified bureaus have increased by 90 since the last rate case, now total 

However. I do not view my procedure as a substitute for re-configuring the CRA to directly measure the 
costs now measured by the cost models. 
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276, and provide increasingly broad national coverage of the population at this point in 

time. 

Under my proposal, a consumer mailing one or several single pieces of FCLM would pay 

a discounted 32 cent rate for the first ounce for a “P” stamp or “P” meter imprint to be 

placed on the mail piece.23 The consumer would place that piece(s) in a private collection 

box marked as “P Rate Mail”. A workshare mailer such as a presort bureau would pick 

up the mail from the private collection box, prebarcode and presort the piece to at least 

the basic level. The mailer would then deliver it to the USPS as prebarcoded, presorted 

mail. In this case, if the single piece rate is set at 34 cents and the discount from that rate 

leads the basic automation rate to be set at 27.4 cents, the “F’” rate would operate as 

follows. The consumer would get the entire 2 cent benefit of the difference between the 

32 cent “P” rate and the single piece 34 cent rate. The presort bureau would get a credit 

for prebarcoding and presorting the piece to the basic level, the difference between 32 

and 27.4 cents, or a 4.6 cent discount. Its own mail processing costs, including the costs 

of private collection boxes would be paid from that 4.6 cent credit. 

B. The 32 Cent “ P  Rate Would Avoid Substantially More Costs than Any 
Past Proposal and Has the Potential to Attract far More Volume 

The “P” rate mail processing system proposal I am putting forward in this case has some 

features in common with previous public automation rate proposals, but it also has 

features that are unique and never before considered by the Commission. The common 

features are: 

(1) it includes a stamp that can be affixed by individual consumers, as well as 
a meter imprint; 

the savings are directly captured by consumers and other mailers; 

it is entered into the Postal Service as a prebarcoded piece of mail; 

(2) 

(3) 

’’ The 32 cent rate is based on the assumption that the Commission adops a 34 cent single piece rate in this 
case. 
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(4) “P“ stamps are sold in minimum sheets of ten, allowing Fractional rates for 
the general public now only available to large volume mailers; 

the Postal Service is authorized and funded to sustain a public relations 
campaign about the availability and proper use of the “P” rate. 

( 5 )  

The ”P” stamp could only be purchased in sheets of ten, and multiples thereof, or self- 

stick rolls from the Postal Service or other vendors of stamps. The minimum purchase 

requirement would assure that over time, the price of the individual stamp could be 

fractional as well as a whole integer, like bulk-entered worksharing mail rates and 

discounts are currently. The “P” rate would also be available for metered mail and 

electronically posted postage. Businesses would likely find this more attractive than 

pasting on individual stamps purchased at the local post office. The availability of the “P” 

rate in these three formats offers the greatest possible breadth for bringing the benefits of 

automation directly to the consumer. From the Commission’s standpoint, the “P” rate 

with its fractional cent option would give it greater freedom than it now possesses to 

adjust cost coverages for First Class Letter Mail as a whole, where and when warranted. 

The similarity between the “P” rate proposal and previous public automation rate 

proposals ends here. The differences in my opinion help to make it a far more feasible 

and compelling possibility for consumers, for the worksharing community and for the 

Postal Service itself. First Class single piece “P” rate mail would become integrated 

within the existing rate and discount structure of current bulk-entered workshared mail. 

The unique features of this proposal are: 

(1) single piece First Class Mail is entered into the system in bulk, avoiding 
collection, facing, cancellation and some outgoing sortation costs not 
avoided by previous PAR proposals; 

single piece First Class mail has the strong likelihood of entering the 
system presorted to at least a basic or 3 digit level, and not simply 
prebarcoded, again avoiding more costs than past proposals; 

(2) 
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(3) private collection boxes with large images of the “P’ stamp on all sides 
would be owned and placed by mailers in places of public convenience. 
opening up the possibility for sharing worksharing discounts with 
organizations such as churches; 

i t  would help the Postal Service avoid peak load and premium pay costs, 
such as those associated with Christmas holiday mail; 

the “F“’ rate would fit into the existing structure of worksharing discounts, 
and the rate could be changed in a rate case; 

the “I”’ rate would exist in a controlled setting already established by the 
Postal Service, namely MLOCR qualified institutions and DMM 
verification and acceptance procedures for mail entry into the system 
already in place. 

(3) 

( 5 )  

( 6 )  

17 
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23 boxes are placed. 

24 
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“P“ rate mail would avoid collection costs for the Postal Service. It would be entered into 

the system in bulk, at a bare minimum prebarcoded with a basic presortation but in all 

likelihood presorted to 3 digits or 5 digits. It would avoid initial outgoing sortation costs, 

and possibly a secondary outgoing sortation. Private collection boxes bearing large 

images of the “P” stamp on all visible sides would be placed at locations negotiated 

between the worksharing community and the owners of property where the collection 

Churches, gasoline stations, grocery stores, banks and other places of public convenience 

would be possible collection box sites. Decentralized decision-making in the marketplace 

would ultimately determine the sites. Presort bureaus and other worksharing mailers 

would negotiate the terms for placing collection boxes at these sites, in essence sharing a 

portion of the worksharing discount with the general public. Churches, for example, 

could encourage parishioners to utilize collection boxes on their sites as it would make a 

The proposal is by no means limited to presort bureaus, however. It extends to all 

organizations having a current USPS - certified MLOCR prebarcoding and presorting 

capability. For example, residual mail kom major mailers such as banks and other mail 

not now qualifying for any discount would receive one. 
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College students on tight budgets sending mail from their university systems could 

benefit from the “P” stamp. The university mail processing systems that are now in place 

for outgoing mailings from, and incoming mailings to, the university could easily be 

adapted to processing such outgoing student mail, thereby avoiding collection, 

prebarcoding and presorting costs for the Postal Senice. As another example, MLOCR 

certified institutions with large numbers of employees could easily adapt their systems to 

handle employee single piece mailings as well as their own institutional needs. Major 

mailers desiring to create profit centers within their MLOCR operations to effect higher 

capacity utilization rates beyond their own mailings could participate in the “P’ rate mail 

processing system. 

An outstanding feature of the “P” rate proposal is that it would entail far ,greater actual 

cost avoidance for the Postal Service than any proposal tendered to date. This is an 

important consideration in light of the unusually large unit cost increases for mail 

processing in the 1999 Cost and Revenue. Analvsis. Because it would not enter the Postal 

Service’s collection system for First Class single piece mail, “P” rate mail would never 

be commingled with single piece entered mail until the finer sortation schemes down to 

DPBCS. At the point of entry into the system, the handling and machine costs associated 

with the FIh4 to separate single piece non-prebarcoded fkom pre-barcoded mail would be 

unnecessq. Collection costs to the point of entry at a Postal Service facility would also 

be avoided. 

The “P’ rate mail processing system would have the practical effect (and advantage) of 

merging the initial processing of a large percentage of First Class single piece letter mail 

into the established network of bulk entry private sector MLOCR bureaus and 

institutions. The “P” rate concept would entail a new rate category, thereby facilitating 

the entry of single piece letter mail into the existing worksharing system, but without any  

need to create a separate subclass. Daily pick-up times would be posted on “ P  stamp 

collection boxes. “P” stamps and meter imprints would be pre-canceled and the agents 

processing such “P” rate mail would be required to hold the permits for processing that 
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pre-canceled mail. A minor modification to DMM regulation PO23 would address this 

issue. 

I do not envision that the “P’ rate would quickly replace the single piece stamp and the 

one piece mailing. USPS collection points would probably continue to prevail for one 

piece mailings. However, the “P” rate mail processing system would catch on relatively 

quickly in those situations in which a household, or a small business, tends to send 

several mail pieces at once. Households tend to write checks for monthly bills in one or 

mo sittings per month in my experience. The savings from using a “P” stamp become 

more evident the more pieces that are mailed in one setting. Holiday mail, especially 

Christmas, Hanukkah, Kwansa, and New Year mailings would be very strong candidates 

for conversion to “P’ stamp mail, and that would help avoid premium pay costs and peak 

load conditions for the Postal Service. 

The “P” rate would exist in a controlled setting, negating many of the criticisms of 

previous proposals. The point of control would reside with the presort bureaus or other 

MLOCR qualified institutions, and the same verification and acceptance procedures as 

now exist between.those institutions and the Postal Service would continue. to exist for all 

bulk entered mail, including the “ P  rate mail. The system would be entirely consistent 

with the existing set ofworksharing discounts, thus avoiding some past disputes about 

whether single piece or worksharing mailers were treated better within the structure of 

First Class rates and discounts. 

Obviously, for the proposal to work, the “ P r a t e  would have to be set low enough to 

attract customers, but high enough to preserve the incentives for worksharing mailers to 

do the mail processing. One possible solution which might preserve incentives would be 

to allow the presortation discounts at the 3 digit and 5 digit levels to accrue fully to the 

presort bureaus (or other worksharing institutions). As they would have to make the 

judgment in the first and last instance day-to-day whether “P rate collection mail 

warranted a 3 digit or a 5 digit presort scheme, or only a basic presort, it would be 

difficult to base the “P” stamp rate on any particular presort scheme. 

40 



12441 

,- 

8 

9 

IO 

1 1  

12 

13 

I4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

_- 

The Postal Service‘s ongoing education campaign to promote the “P” stamp and “P” rate 

would have the important side-effect of being the greatest remaining opportunity to 

convert non-OCR upgradable mail into OCRRCR readable mail. Educating customers 

about the requirements for being able to barcode a letter has to date been limited to USPS 

and presort bureau efforts directed at large volume customers. The “P” rate affords the 

opportunity through advertising to educate the individual consumer and small business 

about automation compatibility and it offers them an incentive in order to obtain the 

reduced “P” stamp rate that would be charged for automation compatible mail. 

The “P” rate proposal in this case comes at a time when the Postal Service earlier in the 

year expressed great concern about electronic diversion in its near term future, citing SI 7 

billion in lost revenue from First Class Mail based on volume forecasts for 2003-2008 

produced for GAO by RCF, Inc. While it is unclear whether the growing substitutability 

of electronic means for hard copy mail is more based on non-price “Schumpeterian” 

factors than direct price competition, a price competition response by the Postal Service 

such as the “ P  rate system would allow appears to be the best near term option available 

to it to confront the competition. 

Price competition is often a successful market place response to non-price competition, as 

the price dynamics of newer and older generations of Intel microprocessors makes clear. 

As a new generation microprocessor with more speed comes into the market place to 

displace older, slower chips, PCs incorporating older and slower chips can continue to 

command a very large share of the market for some time in the face of the non-price 

competition through aggressive price competition. I believe the same principle and 

situation exists in the postal case with respect to electronic diversion, and the price 

competition response is a good business decision. 

L l  

28 

29 

30 
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I am proposing an initial rate of 32 cents for the “P” stamp, based on the assumption that 

the Commission will approve the 34 cent rate proposed by the Postal Service for the First 

Class, first ounce single piece letter. If this reclassification is approved I believe it would 

take about a year to work out the details between the Postal Service and the private 
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sector, produce an advertising campaign for the “P* stamp. and contract for the 

manufacture and placement of collection boxes. As a result, in this case. i t  is highly 

unlikely there would be any revenue and volume considerations associated with the “P” 
rate that would apply to Test Year 2001 

The “P’ rate would divert growing percentage volumes of First Class single piece mail 

into the workshared category over the 2003-2008 period. As a price response to 

electronic diversion, I believe it would stem if not reverse the decline in overall First 

Class letter mail volumes contemplated in the GAO scenario. 

VIII. USPS Witness Daniel’s Extra Ounce Costs for First Class Presort Letters Vary 
Radically from Earlier Weicht Studies, But the IOCS Sample Size Has Been 
Substantiallv Reduced Between the Two Study Periods 

In R97-I, I presented testimony on the effect of weight on total unit attributable costs for 

First Class presort letter mail. That testimony was based on the best available information 

at the time, a Postal Service study, “First-class Additional Ounce Study”, dated 

December 14, 1988, and introduced in R87-1 as USPS LR-F-177. That study presented 

an overall average estimate of total attributable costs per piece for First Class letter mail, 

but did contain the information needed from which I developed attributable costs 

separately for non-presort and presort. Reproduced below as Table Six is that cost data. 

In R2000-1, the Postal Service has introduced a new weight study for First Class Mail, 

summarized in the testimony of USPS witness Daniel, USPS-T-28, and in Library 

reference USPS-LR-1-91. Table Seven summarizes witness Daniel’s findings, and I have 

grouped her data by weight increments so that a direct comparison can be made with 

Table Six below. 

For the first ounce, the older and newer data appear plausible in relation to each other for 

single piece and presort letter mail. The unit costs have risen by 2.9 cents for single piece 

and 0.3 cents for presort. The data involve two test years that are several years apart, but 
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intenening period. For First Class single piece, the older and newer data appear plausible 

for the first few weight ranges. .4 great disparity exists between the w o  data bases, 

however, for First Class presort starting with the second ounce. In the earlier study, the 

CSPS achowledged that its data was thin in the higher weight ranges, but as I indicated 

6 

- 
8 
9 
IO 
I I  
12 
13 
I4 

15 

16 
17 

18 

19 

20 

in my direct testimony in R97-1, it was not thin in the lower weight ranges 

Table S i x  

Total Unit Attributable Costs by Weight 
Grouping from ABAINAA-T-1 in R97-1 

(Cents Per Piece) 

I Presort Letters i Weight Non-Presort (Workshared) 
Letters 

(Single Piece) Unadjusted Adjusted 

0 - 1  16.66 9.50 9.50 
1 - 2  31.29 11.83 11.81 
2 - 4  41.38 14.07 . 13.97 
4 - 7  45.02 41.43 41.36 
7 -  12 54.3s 63.36 63.27 

Source: (1) USPS LR-F-177. 
(2) ABANAA-T-1, Technical Appendix A, Page A.3, Docket No R97-1. 

The data for Table Six are based on the USPS PERMIT and BRAVIS data systems, 

21 

22 

23 

24 

25 

26 

whereas the data for Table Seven are based on the USPS PERMIT data system. However, 

in response to ABA&NAPMNSPS-T28-32, witness Daniel states “BRAVIS contains the 

same information as PERMIT.” (Tr. at Vol. 4, p. 1191). Thus, the difference in data 

gathering systems cannot explain the wide divergence in results. However, between the 

two weight studies, there has been a significant reduction in the number of IOCS tallies. 

In response to ABA&NAPMIUSPS-T28-40 directed to Daniel and redirected to the 
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Table Seven 

C‘SPS Total Unit Attributable Costs by Weight 
Grouping for the R2000-I Test Year (FY2001) 

(Cents Per Piece) 

Weight 
Grouping 
(Ounces) 

Non-Presort 
Letters 

(Single Piece) 

Presort Letters 
Workshared 
(Unadjusted) 

0 - 1  

1 - 2  
2 - 4  
4 - 7  
7 -  12 

19.6 
32.7 
53.1 
63.4 
94.2 

9.8 
25.0 
44.6 

152.8 
579.5 

Source; USPS-LR-1-91 (revised 3/1/00). 

For this case, we have the number of IOCS tallies taken for First Class presort mail all 

shapes for the two largest cost segments in witness Daniel’s weight studies, all mail 

processing and city carrier in-office. The data are from witness Daniel’s response to 

ABP/USPS-T28-17, and are reproduced below as Table Eight. I have included in the 

table as a reference point the volume population statistics from row one of witness 

Daniel’s N: Costs by Ounce Increment for First-class Presort. 

There were 8,709 IOCS tallies taken for mail processing for 47 billion First Class presort 

mail pieces, includingl,409 tallies for 1.7 billion extra ounce pieces. By contrast, there 

were 36,011 IOCS tallies for mail processing for 53.2 billion First Class single piece 
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, including 10,935 tallies for 7.3 billion extra ounce pieces.” As discussed 

below in detail, I do not find witness Daniel’s results for First Class presort letters to be 

plausible or statistically significant. As to the potential credibility of her “all shapes” 

results that were used for setting the extra ounce rate, witness Daniel’s “revised 3/1/00’’ 

data for presort parcels shows the average cost per parcel in the first half ounce range to 

be S433.l 1. Obviously, this is an error. 
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IX. &PS Witness Daniel’s Extra Ounce Cost Data for First Class Presort Mail Pieces 
is Sot Statisticallv Significant Due to Too Few IOCS Tallies, and Her Data for 
Presort -. -. Letters is Positivelv Erratic 

The Postal Service is proposing to raise the extra ounce rate for First Class presort letter 

mail in this case by one cent based in part on witness Daniel’s cost data. Are witness 

Daniel’s results for First Class presort letters (and all shapes pieces) statistically reliable 

across the entire weight range which she studied? In wp.3, I present various statistical 

tests of the reliability of witness Daniel’s extra ounce costs for presort mail in light of the 

sample sizes shown above in Table Eight. I summarize and discuss those results here. 

While hundredths and tenths of a cent are often at strong issue in a rate case, I posed the 

question of letter sample size relative to a one-half cent error of precision in the cost 

estimates for First Class presort letter mail, the mailstream of most direct concern to my 

clients. I think this is reasonable given the whole cent integer convention for the extra 

ounce rate. At a 95% confidence level for a one-half cent error level of precision, over the 

full 2-1 I r  ounce range witness Fronk relied on in setting his extra ounce rates, the 

required IOCS sample size would be about 1,411,000. The actual IOCS sample size was 

only 1,409 pieces. If I drop my confidence level to 90%, the required IOCS sample size 

would be about 994,000 for a one-half cent error level of precision. I also relaxed the 

level of precision in extra ounce cost estimation to one cent. At a one cent level of 

precision and 95% confidence level over the 2-1 1+ ounce range, the required IOCS 

See LISPS response to ABPNSPS-T-28-16. 
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sample size is about 353.000 tallies. If  I further relax the confidence level to 909'0 with a 

one cent error level of precision, the required IOCS sample size is about 248,000." 

In response to ABA&NAPM/L'SPS-T28-39. redirected to USPS witness Bozzo, he 

admitted: "It is my understanding that the data cited in LR-1-92 are heteroskedastic." (Tr. 

at Vol. 15, p. 6244). While witness Bozzo precedes this admission with a lengthy 

hypothetical caveat about relative sample sizes under homoskedasticity versus 

heteroskedasticity, it is clear that nonidentical variances in witness Daniel's data set for 

presort letters is one of the reasons why her sample size would have to be greatly 

enlarged for statistically meaningful results. 

As is well known. one of the causes of heteroskedasticity can be omitted variables." 

USPS witness Daniel essentially specified what is a simple regression involving one 

dependent variable (costs) and one independent variable va eight).^' In response to 

MMAAJSPS-T28-11, witness Daniel acknowledged that other variables can affect her 

cost distributions by weight increment besides weight. Among those she acknowledged 

were: (1) locallnonlocal mix; (2) origiddestination pattern; (3) degree of presortation; (4) 

prebarcode vs. no prebarcode; ( 5 )  machinability; (6)  delivery to a post office box vs. 

delivery by a carrier; (7) likelihood of being undeliverable-as-addressed. (Tr. at Vol. 4, p. 

1263). 

To isolate the effect of weight on cost, witness Daniel would have to have specified a 

multiple regression equation involving several independent variables, not just weight. 

The coefficient for weight attached to her simple regression results does not isolate the 

impact of weight on cost because of the existence of these other cost causative factors. 

While data for all the above factors does not exist, according to witness Daniel, data (or 

proxies) for many of them did exist at the time of her studies. 

lS At an extreme 4 cent level of precision and 95% confidence level over the 2-1 1+ ounce range, the 
required IOCS sample size is 22,046, and at a relaxed confidence level of 90% the required IOCS tallies 
would be 15,529. 
x As stated by D.N. Gujarati, "very often what looks like heteroskedasticity may be due to the fact that 
some important variables are omined from the model." Basic Econometrics, third edition, 1995. p. 359. 
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The Postal Service cannot claim that the data in witness Daniel’s weight studies for First 

Class presort letter mail are thin & in the higher ounce ranges, thus rendering the 

statistical significance suspect over the entire weight range, but sound for the first few 

extra ounces. Most of the preson extra ounce letter mail, and all of the automation 

compatible extra ounce letter mail falls within the first few extra ounces. At a one-half 

cent error level of precision and 95% confidence level, the required IOCS sample size in 

the 2-4 ounce range is 18,596, whereas the actual IOCS sample was 1,296 for all mail 

pieces in the largest cost segment, “all mail processing”. At a 90% confidence level for 

the 2-4 ounce range, the required IOCS sample would be 13,009.’* 

Nor can the Postal Service find much refuge in the fact that it based its extra ounce costs 

for rate making purposes on all presort shapes, not just presort letters. For a one half cent 

level of precision over the full 2-1 1+ ounce range at a 95% confidence level, the required 

IOCS sample size is 6,600 whereas the actual IOCS tallies were 1,409; over the 2-4 

ounce range the required sample is 17,103, against an actual sample of 1,296. For a one 

cent error level of precision over the full 2-1 1+ extra ounce range, at a 95% confidence 

level, the required IOCS sample is 1.650, still well above the actual all shape presort 

sample of 1,409 for extra ounces. In the 2-4 ounce range at a one cent error level of 

precision, the required IOCS sample is 4,276, whereas the actual IOCS sample was 

1,296. 

Although rate witness Fro& bases his extra ounce rates on sampled cost data beyond the 

first ounce, witness Daniel’s weight study includes sampling over all weight increments 

including the first ounce, and it may be argued that her extra ounce sampling is 

statistically significant viewed in the context of the sample including the first 

ounce, where the overwhelming majority of her IOCS tallies for presort (and single 

piece) are concentrated. This is simply not a very persuasive argument for a study 

directed at measuring extra ounce costs for purposes of setting extra ounce rates. 

” Functional form can also affect heteroskedasticity. For example, witness Daniel’s independent vanable IS 
cost per piece within a weight increment, not cost per weight increment. 
” At a one cent level of precision and 95% confidence level, the required sample in the 2 4  ounce range 
would be 4,649. and at a relaxed 90% confidence level would be 3.275. 
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Including the 0-1 weight range where the majority of IOCS tallies were taken for the 

extra ounce weight study can mask statistical insignificance for the rest of the sample.” 

Llrhile I have not performed similar statistical tests of significance for the other major 

categories of mail included in USPS witness Daniel’s weight studies, I am able to draw 

some conclusions from the tests I did perform. Even without formal statistical tests like 

those found in wp.3, it is evident from Witness Daniel’s data plots and Excel regression 

statistics that her First Class presort data, and especially her presort letter data, is very 

erratic relative to other major volume mail categories. 

For her combined weight increments, witness Daniel’s Excel spread sheet trend lines 

produced fairly high R2 values over individual weight increments for the four major 

volume categories. except for First-class presort as shown in Table Nine. 

Table Nine 

Coefficients of Determination for USPS Extra Ounce Weight Studies 

Combined / % ounce weight increments R2 combined / R2 % oz increments 

Standard Mail (A) Regular 0.889 / 0.671 
Standard Mail (A) ECR 0.882 / 0.604 
First-class Single-Piece 0.813 / 0.470 
First-class Presort 0.465 / 0.306 

Source: USPS response to ABA&NAF’MAJSPS-T28-4. 

’’ In response to ANMRTSPS-T2-13, USPS witness Ramage engages in just such an obfuscation. (Tr. at 
Vol. 4, p. I 1  16). His “cv estimate” for the total weight sample over the 0-1 I +  range is relatively low for 
each of hs three cost segments in large measure because it is heavily lnnuenced by his 0-1 ounce cv 
estimates. wherein fall between 80% and 90% of the IOCS tallies taken for the exua ounce cost study 
depending on cost segment sampled. 
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In layman’s terms, witness Daniel’s incremental weight to cost data exhibited a fairly 

tight f i t  across the individual combined weight cells, indicating a predictable, positive 

linear relationship between weight and cost for three of the above four mail categories. 

Presort did not exhibit a tight f i t ,  or a linear relationship. Using witness Daniel’s raw data 

by one-half ounce increments, the tightness of fit deteriorates across all four major 

volume categories. However, it  deteriorates more for First Class than for Standard A 

mail. The R’values are very low for both First-class presort single piece. 

Witness Daniel goes out of her way to emphasize that these regression statistics and her 

individual weighVcost cells are not the basis she puts forward to rate witness Fronk. 

Rather, she simply puts forward a single average extra ounce unit cost across all weight 

classes, one for First Class presort all shapes and one for single piece all shapes. In so 

doing, she pretends she can ignore the meaningfulness of the raw data from which that 

average is constructed. 

As I have shown in wp.3, and summarized above here, one cannot have confidence in 

the raw data from which witness Daniel constructed her aggregate average extra ounce 

costs, either for presort letters or presort all mail pieces. Her IOCS tallies are simply 

grossly inadequate over the entire extra ounce weight range, or the 2-4 ounce range of 

primary important for presort extra ounce letter mail. In essence, witness Daniel’s 

individual weight cells are either erroneous or statistically insignificant. Unlike her 

claims, adding up all those problems does not render her aggregate presort data as 
anything but highly problematic. 
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I must conclude that the Postal Service’s considerable effort in this case in the area of 

weight to cost has largely gone for naught for First-class presort mail, and presort letters 

in particular. The Postal Service is to be commended for attempting a detailed study of 

First Class cost to weight, but as several past efforts have demonstrated, it is hard to 

produce a credible and usable study. I believe the pattern of extra ounce costs for presort 

letters in the lower weight ranges is likely very much closer to the older data I presented 

in R97- I than to the data presented in this case by the Postal Service. That older data 
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exhibits extra ounce costs for First Class presort in the lower weight ranges that is not 

unlike the extra ounce costs for Standard A Regular letter mail presented in this case. 

costs to which we can assign a higher level of confidence in setting extra ounce rates. 

X. For Extra Ounce Letter Mail, Witness Daniel’s Weieht Studies for Standard .4 
Regular Provides a Basis for Assessine First Class Presort Costs 

In witness Daniel’s weight studies for all shapes, the average weight per ounce increment 

for Standard A Regular through the first three ounces is nearly identical to that for First 

Class presort. This makes comparisons of total unit costs within these light weight 

groupings especially significant. Table Ten presents these weight and cost comparisons 

for both all shapes and letters, and Table Eleven presents the cost differences for the 

second and third ounces for Standard A and First Class Presort in this case, together with 

my cost differences for First Class presort letters from ABANA.4-T-1 in R97-1. 

The first observation to make is that the total unit costs in the 0-1 ounce range are fairly 

consistent as between Standard A Regular and First Class presort, and the cost of Regular 

is actually 2.6 cents greater. Any “value of service’’ difference between First Class and 

Standard such as premium pay and priority delivery factors should be revealed in this 

weight grouping, together with other factors that affect unit costs. The Postal Service’s 10 

cent estimate is also close to my estimate for the 0-1 ounce range in R97-1, which was 

9.5 cents. 

In several interrogatory responses, USPS witness Daniel has used “value of service” 

arguments to explain why extra ounce costs vary so widely in her study as between First 

Class presort and Standard A Regular, as seen in Table Ten?’ However, she has not 

explained why “value of service” differences would show up in extra ounces only, but 

not in the first ounce. Her “value of service” argument makes no sense for this very 

reason. 

”See, for example, witness Daniel’s response to MMARISPS-T28-8 (c), (TI. at Vol. 4, p. 1258). 
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Standard h Regular and First Class Presort Extra Ounce Cost Comparisons 
(Cents) 

First Class Presort Standard A Regular 

Average Total Unit Average Total Unit I 
Ounces cost Ounces cost 

All Shapes 
0 -  1 0.6 10.0 0.6 12.6 
1 - 2  1.4 27.7 1.4 16.5 
2 - 3  2.6 34.3 2.5 18.1 

Letters 
0 - 1  0.6 9.8 0.6 10.7 
1 - 2  1.4 25.0 1.4 11.1 
2 - 3  2.6 38.3 2.5 14.6 

Source: R2000-I, USPS LR-1-91 (revised 3/1/00), LR-1-92. 

It is far more likely at least in these lighter weight ranges that very unrepresentative IOCS 

tallies were taken for First Class presort mail, quite apart from the issue of the number of 

tallies taken over all extra ounce increments. Look, for example, at Figure 8 which 

presents witness Daniel’s cost data for First Class and Standard A commercial letters by 

detailed weight increment. The data are smooth and predictable for Standard commercial 

letters, but highly erratic for First Class letters. How this happened and why it happened 

can only be conjectured. 

For both of these reasons, I believe the Commission should reject witness Daniel’s 

“marginal cost difference” data for First Class presort as a basis for setting the extra 

ounce rate for First Class mail. If anything, the Commission should rely on the Standard 

A Regular data presented in this case for the first few ounces in setting the First Class 

extra ounce rate. 
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Figure 8 

TYZOOI Total Unit Costs By 0.5 Oz Weight Increments Up to 4 Oz 

-+ FC Single Piece Letters 
t FC Presort Letters 
4 Standard A Regular Letters 
*Standard A ECR Letters 

010 5 5 1 0 1 0  1 0 1 0 1 5  1 5 1 0 2  2 1 0 2 5  2 5 1 0 3  3 1 0 3 5  3 5 1 0 4  

Ounce Increments 

Source: R2001, LR-1-91 revised (3/1/00) and LK-1-92 
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I Table Eleven 

Extra Ounce Cost Difference Comparisons 
(Cents) 

6 

7 
8 
9 

10 

I 1  
I2 
13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

All Shapes 
0 -  1 
1 - 2  
2 - 3  

Letters 
0 -  1 

1 - 2  
2 - 3  

First Class Presort 
Standard X 

Regular 1 

USPS R2000-1 ABALW“ R97-I 

_ _ _ _  _ _ _ _  
17.7 NA 
6.6 NA 

_ _ _ _  _ _ _ _  
15.2 2.3 
13.3 2.2 

.___ 

3 9  
1.6 

0.4 
I 

3.3 i 

Source: R2.000-1, USPS LR-1-91 (revised 3/1/00). LR-1-92, and ABAWAA-T-I in 
R97-1. 

XI. Witness Daniel’s “Cost of Pieces in Excess of First Ounce Cost” Exaggerates 
Presort Extra Ounce Costs Because It Includes Costs from the First Full Ounce 

USPS First Class rate witness Fronk, summarizing witness Daniel’s own dismissal of her 

raw data by weight increment, states “there is difficulty in measuring additional ounce 

costs with the highest degree of precision on a weight-step-by-weight-step basis.” 

Accordingly, First Class rate witness Fronk relies on the average per piece attributable 

costs across all weight increments in excess of the first ounce in developing his extra 

ounce rates. He states that “each additional ounce” costs 12.5 [12.4 cents revised 3/1/00] 

cents for “all shapes” First Class single piece and 14.8 cents for First Class presort. The 

corresponding numbers for First Class letter mail are 13.8 [ I 3 3  cents revised 3/1/00] 

cents for single piece letters and 15.7 cents for presort letters. 
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As an example of how witness Daniel calculated the numbers which rate witness Fronk 

relied upon. we go “behind” her Table 2 :  Costs by Ounce Increment for First-class 

Presort. and examine the Excel formula she used to estimate “cost of pieces in excess of 

first ounce cost”. In the one to two ounce range, witness Daniel claims it costs the Postal 

Service S215,196,785 for 1,220,177,444 mail pieces weighing 106,471,078 pounds. In 

amving at this cost, Witness Daniel relies upon the average total unit costs for a mail 

piece in the 0 to 1 ounce range and the 1 to 2 ounce range. In essence, the formula in 

Excel is: 

TCI t o ?  = V I  t o 2  x UCI i o 2  VI io: x UCOK I 

where: 
TC is total cost of mail pieces weighing between 1 and 2 ounces in excess 
of the first ounce; V is the volume of mail pieces weighing between 1 and 
2 ounces; and UC is the unit cost of a mail piece, in the 0 to 1 ounce range 
or the 1 to 2 ounce range. 

In the equation above, witness Daniel uses the average unit cost figure of 10.0 cents from 

her 0 to I ounce weight increment to net out the effect of first ounce costs from the mail 

pieces weighing between 1 and 2 ounces. However, her 10.0 cent figure does not 

accomplish her goal because that is the average unit cost of a mail piece weighing only 

0.6 ounces, whereas her mail pieces in the 1 to 2 ounce range all weigh in excess of the 

first full ounce. Witness Daniel’s $215,496,785 cost of pieces in the 1 to 2 ounce range is 

- not the “cost of pieces in excess of first ounce cost” but rather the cost of pieces in excess 

of the first 6ilOths of an ounce. Under oral cross examination, witness Daniel admitted 

that her total unit cost for the 0-1 weight increment does not represent the cost of the first 

full ounce. (Tr. at Vol. 4, p. 1377, line 4). As a result, in each weight increment beyond 

the first ounce, witness Daniel has over-estimated the costs associated with that weight 

increment. For example, in the 1-2 ounce range, the cost of pieces in excess of the first 

full ounce is $132,843,601. Over the full extra ounce range, 2-1 1+ ounces, the average 

cost of presort mail pieces in excess of the first full ounce is 10.4 cents, not the 14.8 cents 

reported by witness Daniel. 
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S I I .  My Proposed Extension of the Heavv-Weizht Discount to the Second Ounce 
Would Alim Presort Extra Ounce Rates in the Liehter Weieht Ranees with 
Presort Costs in Those Ranees. and Mv Proposed Extra Ounce Rate of 22 Cents 
for First Class Mail is Extremelv Conservative in Light of  What is Actuallv 
Known about First Class Preson Extra Ounce Costs 

The Commission found persuasive in the last rate case our conclusions about presort 

letter extra ounce costs, and as a result cut the extra ounce rate for all First Class Mail by 

1 cent. In its weight studies for this case, the Postal Service has not presented statistically 

significant evidence which could cause anyone to change his or her mind about extra 

ounce costs for presort letter mail in the lower weight increments where most of the 

presort letter mail is found. My clients are sensitive to this extra ounce rate and even at 22 

cents, are making costly investments to reduce the weight of monthly bank statements to 

under one ounce. Statements without checks and reduced size images of checks are some 

of the new technologies being advanced because of the Postal Service’s excessively high 

extra ounce rates for presort letter mail. 

The best estimate I have from witness Daniel’s weight studies of the extra ounce cost for 

presort mail pieces,is 10.4 cents (and 10.0 cents for presort letters), 4.4 cents less than her 

own estimate of 14.8 cents cited and used by rate witness Fro& to propose’a 23 cent 

extra ounce rate. It may be argued that the rates are set on the basis of all shapes and First 

Class single piece shapes, not simply presort letters and all presort mail pieces. This is 

true, however, even my 10.4 cent estimate is based on insufficient IOCS tallies to be 

statistically significant, and we do have statistically significant data that I used in the last 

rate case that presort extra ounce letter costs are closer to 2.5 cents in the lower rate 

ranges. 

If I were to base an extra ounce rate on my revisions to witness Daniel’s aggregate data, I 

could argue for a 4 cent lower rate for First Class presort mail for each extra ounce. 

Instead, I recommend an extension of the 4.6 cent heavy weight discount to the second 

ounce of presort mail. This will at least get the extra ounce rate for presort letter mail in 

the lighter weight ranges closer to being a cost based rate based on what is known to date 

about the extra ounce costs of First Class presort mail. 
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Even ifone xcepted ivitness Daniel’s own unit cost data for the second ounce, as pointed 

out by USPS rate witness Fronk, “the first additional ounce of single-piece mail adds 22.4 

cents to unit costs . 

ccnts to cost . . .‘1 (RZOOO-I ,  USPS-T-33, p. 25 ,  lines 11-14.) That 4.7 cent cost 

difference more than fully justifies extending the 4.6 cent heavy weight discount to the 

second ounce of presort mail. 

. . while the first additional ounce ofpresort mail adds 17.7 

1 

1 

3 

4 

5 

6 

7 

8 

9 

I O  

I I  
. -  

I also recommend that the Commission reject the Postal Service’s request to increase the 

First Class extra ounce rate from 22 cents to 23 cents. In this case especially, the Postal 

Sewice does g need the extra revenue from a source it admits is driven by revenue 

considerations in the first instance, and by cost concerns only in the second instance. 

l i  

13 

11 
15 
16 
17 

XIII. My Proposals in Total Would Reduce Test Year Revenue by 9605 Million. and 
Can Be Financed by a S232 Million Increase from Standard A Revenues. Which 
Also Entails a S373 Million Reduction in USPS Costs 

18 
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32 

The revenue and related implications of my discount proposals are presented in Technical 

Appendix A. 1 through Technical Appendix A S .  My discount proposals in total would 

change the projected test year net surplus by a negative S3 11 million. Their impact would 

be to reduce the proposed cost coverage of First Class workshared mail from the IjSPS 

after rates level of 

Mail by I 
, and to reduce the cost coverage of all First Class 

compared to the USPS after rates level of 

The TYZOOl change in net surplus from my heavy weight discount proposal as presented 

in Technical Appendix A.3 is a negative $77 million. Keeping the additional ounce rate at 

22 cents would reduce the overall cost coverage of First Class Mail from 

194.zd. - .s In TY2001, the change in net surplus is a negative 

in Technical Appendix A.2. The test year effects of all my proposals combined are 

presented in Technical Appendix AS .  The combined change in net surplus is a negative 

% 5 9 S m .  , __ ~, The impact on the total First Class cost coverage is to reduce it from 
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hly proposals can be financed in a variety of ways: ( I )  raising the cost coverage of 

Standard A ECR Mail, or Standard A Regular .Mail; or (2) reducing the 2.596 contingency 

proposed in this case to 1.25%; (3) some combination of the above two ways, 
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A. The Cost Coverage for First Class Workshared Mail Has Become Highly 
Discriminatory Since 1994 Relative to Standard A Commercial Mail and 
First Class Single Piece Mail, and Should Be Reduced 

.4 stated goal of the Commission in recent cases has been to keep the First Class cost 

coverage close to the average for all maiL3’ As seen in Table Twelve, however, since 

1994 the cost coverage for First Class presort mail has continued to increase 

substantially, leading the cost coverage for all First Class Mail to rise more and more 

above the system wide average. By contrast, the cost coverage for Standard A Regular 

mail has continued to fall well below the system wide average since 1994, in 

contradiction to the Commission’s statement of its long-term goals in R90-1. (See R90-I, 

o&RD, pp. IV-3 through IV-IO, paras. 4007-4029.) 

Furthermore, in 1994, the relative cost coverage of First Class presort mail and Standard 

A ECR mail was about equal, at 1.4 times the system wide mark-up. Yet, the cost 

coverage for Standard A ECR mail has fallen since 1994 and would now be only 1.2 

times the system wide mark-up in the rates proposed by the Postal Service, whereas the 

cost coverage for First Class presort mail has risen substantially since 1994 and would 

r ise again to 1.6 times the system wide average under the Postal Service’s rate and 
discount proposals. While the cost coverage for single piece First Class Mail has also 

risen since 1994, albeit modestly from just below to just above the system-wide average, 

the Postal Service proposes to reduce it in this case to 1.02% of the system wide average. 

Postal Rate Commission. O m ,  R90-1, IV-8 at para 4022. In the same paragraph, a parallel stated goal 
of the Commission has been to keep the cost coverage of third class bulk rate regular near the system wide 
average. 

I ,  
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Table Twelve 

Recent Cost Coverages Compared to Average 
for First Class and Standard A Commercial Mail 

Revised 
6/23/00 

All Mail & 
Special 

Compared to Average Compared to Average 

First-class Standard A 

Service Total Single-Piece Preson Total Regular ECR 

1994 155% 1.07 0.96 0.85 I .40 
1995 163?'0 1.06 0.97 0.86 1.40 
1996 164% 1.07 0.97 0.88 1.40 
1997 181% 1.13 0.92 0.85 1.34 
1998 179% 1.16 0.90 0.79 1.38 
1999 168% 1.17 1.04 1.54 0.89 0.81 1.23 

Y200l USPS 168% 1.16 I .02 1.57 0.88 0.79 1.24 

Cost Coverage 

All Mail & 
Special 
Service Total Single-Piece Presort Total Regular ECR 

1994 155% 167% 150% 148% 131% 217% 
1995 163% 173% 151% 157% 140% 227% 
1996 164% 175% 150% 159% 144% 230% 
1997 181% 204% 182% 166% 154% 242% 
1998 179% 209% 186% 276% 161% 142% 248% 
1999 168% 196% 259% 149% 136% 207% 

Y2001 USPS 168% 195% 264% 148% 133% 209% 

Source: R97-1, ABAEEUNAF'M-T-1, Page 37; USPS, venue i\nalrys , Fiscal Year 
1995 through 1999; USPS, -: 1995- ( O u a w  and bv GFY) . ForTY2001 
USPS, USPS-T-32, Exhibit USPS-32B, Page 1 of 2. 
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Sot only are these changes in cost coverage discriminatory and unfair to First Class 

ivorkshanng mailers, the trend since 1994 seems to reflect exactly what the Postal 

Service proposed to do with relative cost coverages in R90-1, a position which the 

Commission explicitly rejected in that case. (See R90-I, peiRD, pp. IV-3 through IV-IO.  

paras. 4007-4029.) 

Ct%ile First Class workshared mail is supposed to be part of a single First Class levers 

subclass, it does appear unmistakably that in the growing disparate trends between cost 

coverages for single piece versus workshared mail in the allocation of institutional costs, 

uorkshared mail is being singled out in an arbitrary and almost punitive way. This is 

unfair. inequitable, and discriminatory treatment towards the mailers whose substantial 

investments and ongoing dedication now move 45 billion pieces of First Class Mail 

through automated processing technology annually. 

There is an additional reason why the Commission should adjust the cost coverages along 

the lines I suggest. The contribution the First Class letter mail subclass makes to USPS 

institutional costs has simply gotten out of hand over the 1990s, both absolutely and 

relative to the contribution that Standard A mail makes. This is evident from 

Thirteen, which shows these changes since 1994. 

As a percentage of the total costs for a postal service, delivery costs have the lowest 

degree of attribution of the four major services. As seen ffom Table Fourteen of the total 

516,530,733,000 in delivery costs expended by the Postal Service in FY1999, 

S8,059,876,000 or nearly 49% were institutional. Because cost coverages are not 

determined by individual postal service but by a single mark-up over the attributable 

costs of all services, First Class Mail, and workshared mail in particular, has been 

shouldering an extremely unfair share of institutional delivery costs for several years, 

while Standard A mail has unfairly benefited from this cost coverage c~nvention.~’ 

’’ USPS wimess Mayer acknowledges this benefit, but bas not attempted to quantify it. See USPS response 
to ABA&NAPM USPS-T32-4. 
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% Change 

Total Commercial 

Table Thirteen 

Recent Contributions to Institutional Costs 
(Million Dollars) 

~ First-class Mail 

~ Letters Subclass 
~ %Change 

1 Total Mail Service 
~ %Change 

Fiscal Year 
~ 

1994 1995 1996 1997 

11.410 12.985 13,718 16,495 
13.8 5.65 20.24 

1.211 1.710 1.930 2.371 
41.24 12.86 22.88 

2,117 2.408 2.422 2.669 
13.76 0.59 10.21 

3.327 4,118 4,352 5.040 
23.76 5.68 15.83 

17,284 20.763 21.758 25,038 
20.13 4.79 15.08 

Change 

1998 1999 9-1-99 

17,017 
3.17 

2.088 
-11.95 

2.947 
10.41 

5.035 
-0.11 

25.5 12 
I .89 

16,610 +5.2?9 ~ 

-2.22 

2.084 4 7 3  
-0.20 

2,492 +375 
-15.45 

4,576 +1.248 
-9.12 

24,265 +6,98?. 
-4.89 

6 

7 
8 

Sources: GFY 1994-1999: USPS, Cost and Revenue Analysis. GFY 1995-1999: USPS, 
RPW Reports. Docket No. R97-1, USPS-T-15, Exhibit USPS-15D. 

9 

10 

1 1  

I2 

13 

14 

15 

16 piece of mail delivered. 

17 

For example, First Class Mail pays 1.97 times the amount of institutional delivery costs 

that Standard A mail pays per piece of mail delivered. First Class workshared mail pays 

an incredible 2.3 times the amount of institutional delivery costs that Standard A 

commercial pays per piece of mail delivered. And, First Class workshared mail pays 1.58 

times the amount of institutional delivery costs that First Class single piece mail pays per 
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* Allocating institutional costs by cost coverage applied to total volume variable costs leads to an under. 
allocation of $2.476 billion. The column “Fully Allocated uses the proportions across all mail classes 

I from the column “Allocated’ to dismbute the $2.476 billion. Only the mail classes of primary interest 
appear in the table. 

I Table Fourteen 
7 
L 

T h e  Allocation of USPS Institutional Delivery Costs in FY 1999 
4 (Thousands of Dollars, 5000) 
i 

~ Delivey Cost 

I RPW Cost Attributable Institutional 
~ Volumes Coverage Allocated* Fully ~ 

Allocated’ ~ 

I 

First Class Mail I O ?  billion 196% 
FCM Single Piece 51 billion 175% 
FCM Preson 1 3  billion 259% 

Standard A Mail 86 billion 149% 
Commercial 7 2  billion 156% 

I 

Subtotal 

Total Attnbutable All Classes 

Total Institutional All Classes 

$3.856.771 S3.710.985 S5.356.241 
52,299,845 S1.724.881 S2.189.607 
51,367,095 S2.173,68 I S3.137.377 

$3.248,642 SlS90.535 S2,295.695 
52,834,872 $1,584,410 S2.286,854 

$7,105,413 $5,30 1,520 97.65 1,936 

$8,470,857 
$8,059,876 98,059,876 

6 

7 
8 

Source: USPS, Cost and Revenue Analysis, GFY 1999. USPS, Revenue Pieces and 
Weight Reports (RPW), GFY 1995-1999. 
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This gaping issue has been around for a long time. It was raised by NAA witness Sharon 

Chown in R97-1, and also in R90-1. It has in part stimulated the Commission’s 

development of a single subclass stop methodology. In my own view, the Postal 

Service’s development of an elaborate incremental cost test for cross-subsidization has 

been in part a chimera designed to take the focus off this specific issue. It does not and 

cannot. The cost coverage adjustments I propose in this case are the only practical way to 

confront the problem, short of instituting separate cost coverages for each postal service. 
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B. My Discount and Extra Ounce Proposals Would Effect a Modest 

Improvement In the Equity Between First Class and Standard A Cost 

Coveraqes 

For reasons discussed above in Section XIII. A., I propose to make up the reduction in 

revenue in the test year through a modest increase in the cost coverage of Standard A 

commercial mail, as presented in Technical Appendix A.5. For my purposes, this is 

illustrated through a uniform Oa cent increase in rates and decrease in discounts, 

though I am not making this a formal rate recommendation as the Commission may wish 

to make certain rate category adjustments within each subclass or between them to effect 

the increase in cost coverage. The effect of my illustrative rate and discount changes is to 

increase the cost coverage for Standard A commercial mail from 148.2% as proposed by 

the Postal Service to g s a .  This entails raising the cost coverage of ECR from 208.8% 

.to ZlTra,  .. and Regular from 132.9% to 

As seen by comparing these revised cost coverages with those in Table Twelve, my 

proposals would still keep Standard A Regular and ECR cost coverages well under their 

recent ranges, while moving the cost coverage for First Class Mail closer to the All Mail 

and Special Services average. 

Alternatively, I could cover the reduction in test year revenue of associated 

with my proposals by reducing the excessive contingency of 2.5% proposed by the Postal 

Service in this case. With another rate case rumored to be on the horizon in the very near 

future, a 1.25% contingency for attributable costs is adequate for this case. Reducing the 

First Class single piece and First Class presort volume variable cost contingency to 
1.25% creates 5226 million in revenue. The remaining $379 million would come from 
reducing the contingency for institutional costs to I%, a reduction of $409 million in the 

Postal Service’s excessive $682.4 million 2.5% contingency for institutional costs.” 

” R2000-1, USPS-T-14, Exhibit USPS-141, pages 1-2 
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T M  

Rate Categories Unit Costs Estimation Based on R2000-1 Methodology 
And Coot Pool Classification Refinements 

cot1 COl2 
R2000-1 BY2001 

hilode1 Costs Volume 

Co13 
Volume 
Weights 

Co14 Co15 Co16 coi7 cole 
Weighted Refined Refined Refined Fixed %fined 

Model Casts PmpOn8Onal Proportional Unit Costs Total Mail 

U"lt costs 
Aqustment mi Casts Proce,slng 

3: 41 51 61 71 81 

Aulomation Basic Presm 4 093 4 594 215 
A~tornation 3.01981 Presort 3 093 19 631 232 
A~tornation 5-Digil Preron 1 719 6 910 610 
A~tomaliOn 5-08g11 CSBCS 2 206 3 292 564 
Tola1 34 428 681 

0 133 0 546 0 982 3 937 t 249 55 186 
0 570 1 764 0 062 2 975 1249 54 224 
0 201 0 415 0 962 1654 1249 I 2  902 
0 096 0211 0 062 2 122 1249 S3371 ' 

2 866 

'The A~tornalion 5-08g8t and %Digit CSBCS Volume Weighted Average Combined 1s 13.053 

11 8 21 Rate categonee mOdel Colt5 and the BY2001 volumes are from the 014Ct Tesb-ny Of Miller RM00-1, USPS-T-24. Appendix 1. page I-! 
31 Each YOlUme in C012 is dlvided by the total volume 

51 Obtained by dlvldlng the wohshanng related pmwrtlanal refined total unlt mrt (2.757) horn Col 4 10 TaDle A2 
by the total weeghtec d e l  ~ $ 1  (2 866) horn Co14 abave 

41 Each volume weigh1 m Cd3 8s multiplied by the wneswnding unit ws(6 m Call 

61 ~ropartional adlwtment ~n Co15 multiplied Rzooo-1 rnOdel cast in tat1 
71 Fixed sdiustment t i  the refined t o 3  unit cos1 for wohshanng releted (fixed) fmrn C d  3 In Table A2 
81 Sum of Co16 and Cot 7 
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T-2 

R2000-1 CFU First-class Letter Mail Processing Unit Costs (Cents) 
Automation Non-Carrier Route P r e r o l t  

Refined R2000-1 Methodology 

Carl 
Pool 
NO 

1 

2 
3 

5 
5 
7 
8 
9 
10 
11 
12 
1 1  
14 
15 
16 
I 7  
18 
19 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
24 
35 
36 
37 
M 
39 
40 
.I 
42 
43 .. 
45 
46 
47 
48 
49 
M 
51 
52 

m 

source 

BMCS 
BMCS 
BMCS 
BMCS 
BMCS 
BMCS 
hiODS 
hlODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MOOS 
MOOS 
MODS 
MODS 
MODS 
MODS 
MODS 
MOOS 
MODS 
MOOS 
MOOS 
MODS 

cor, PO01 
Abbreviation 

NMO 
OTHR 
PLA 
PSM 
SPB 
SShi 
BCSI 
ocw 
FSMI 
LSMi 
MECPARC 
SPBS OTH 
SPBSPRIO 
1SACKS M 
MANF 
MANL 
MANP 
PRlORlM 
LDi5 
iBULKPR 
lCANCMMP 
iOPBULK 
IOPPREF 
lPL4TFRM 
lPOUCHlNG 
SACKS H 
ISCAN 
BUSREPLY 
EXPRESS 
MAILGRAM 
REGISTRY 
REWRAP 
IEEOMT 
INTL 
L M i  
LD42 
L D U  
L M 4  
L M 8  EXP 
LO48 BSV 
LMO 
LO79 
iSUPPF1 

MODS tSUPPF4 

NONMODS Wl 
NONMODS W P  
NONMODS MISC 
NONMODS REGISTRY 

final Total unn -si 

CO, 1 

CRA 
Mail Pmcess 
unn costs 

/ I  
0 000 
0 oo i  
0 000 
0 000 
0 000 
0 000 
1159  
0 087 
0 009 
0 007 
0 000 
0 008 
0 001 
0 019 
0 002 
0 309 
0 W2 
0 mi 
0 135 
0 W7 
0 025 
0061 
0 214 
0 293 
0 143 
0 053 
0 02i 
o w 1  
0 OW 
o w 0  
0 O O i  
0 003 
0012 
0 wz 
0 057 
O w 0  
0 i 4 t  
0 072 
o w 0  
o w 8  
OM 
0017 
0 039 
0 070 
0 185 
0 198 
o m  
o w 0  

O w 0  
0 07Q 
0 003 

4.011 

0 377 

X 
X 

X 

X 

X 

X 

X 

X 

X 

X 
X 
X 
X 

X 

X 

X 

X 

X 

X 
X 
X 
X 
X 

X 
X 

X 
X 
X 

X 

Mail Pracearing 
U"lI costr 

1159 
0 087 

0 007 

0 006 

0019 

0 309 

0 135 

0 025 

0 003 

0 057 
0 OW 
0 141 
0 072 

0 070 

o t9a 

0 377 

0 079 

2.757 

, unncar l r  

0 007 

0 O B I  
0 214 
0 233 
0 i43.  
0 053 

Dot2 
0 002 

0 2 M  
O O i 7  
0 039 

0 185 

i.249 

? 189 
0 057 

0 007 

0 008 

0 019 

0 309 

0 135 
0 007 
0 025 
0 O M  
0 21. 
0 293 
0 143  
0 053 

0 003 
0012 
0 002 
0 057 
0 000 
0 141 
0 072 

0 220 
0017 
0 039 
0 070 
0 185 
0 198 

0 371 

0 079 

4 005 
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Table 3A 
RZ000-1 CRA FirrtClars Letter Mail Processing Unit Costs (Cents) 

Single Piece Metered Letters 
Refined RZOOO-1 Methodology 

1 BMCS NMO 
2 BMCS OTHR 
3BMCS PLA 
4 BMCS PSM 
5SMCS SPB 
6 BMCS SSM 
7MODS SCSI 
6MODS OCW 
5MOOS FSMl 

10 MOOS LSMl 
11 MOOS MECPbEC ~ ~ ~~ 

12 MOOS SPBS OTH 
13 MODS SPSSPRIO 
14 MOOS lSACKSM 
15MOOS MANF 
16 MODS MANL 
17MODS MANP 
I 6  MOOS PRIORITY 
15 MOOS LO15 
20 MODS lBULKPR 
21 MOOS ICANCMMP 
22 MODS lOPBULK 
23 MODS lOPPREF 
24 MODS IPLATFRM 
25 MOOS 1POUCHlNG 
26 MOOS 1SACKB t i  
27MODS lSCbN 
28 MODS BUSREPLY 
29 MODS EXPRESS 
30 MODS MAILGRAM 
31 MODS REGISTRY 
32 MODS REWRAP 
33 MODS IEEOMT 
34 MODS INTL 
36MOOS L M 1  
36MODS L M 2  
31 MODS LO43 
36 MODS L O U  
39 MODS L M 8 U P  
40 MODS L W S S V  
41 MODS L M 9  
42 MODS LD7B 
43 MODS ISUW F1 
44 MOOS 1SUPP F4 
15 NONMONLIED 
16 NONMOAUTOIMECH 
47 NONMOUPRESS 
48 NONMOMlWF 
49 NONMOMPNL 
M NONMOMPNP 
61 NONMOMISC 
52 NONMOREGISTRY 

1973 X 
0 580 X 
0 040 
0 044 X 
0 001 
0016 X 
0 001 
0 036 X 
0 020 
1661 X 
0 003 
0 004 
0 628 X 
0 009 
0 299 X 
0 172 
0 514 
0 761 
0 350 
0 103 
0 041 
0 007 
0 w1 
0 000 
0 014 
0 W8 X 
0 031 
O M 6  . ... 
0061 X 
0 001 X 
0 362 X 
0 181 X 
o w 0  
0 o u  
0 291 
0015 
0.116 
0.m X 
04% 
0 383 X 
ow0 
O W B  
1081 X 
0 w1 
0 171 X . om 

1973 
0 580 

O M  

0 016 

0 035 

1681 

0 828 
X 

02% 
X 0 172 
X 0614 
X 0 761 
X 0 3% 
X 0 103 

0 W8 
X 
X 

O W  
0 w1 
0 352 
0 181 

X 
X 
X 

X 
0.m 

0.393 

1081 

0 111 

9.898 

0 w9 

0 031 
Om 

0 291 
0015 
0 116 

0 435 

0 W3 

Cmlr 

157 
0 561 

0 04 

0 014 

0 03 

1 6 6  

0 621 
0 00' 
0 29' 
0 17 
0 51 
0 76 
0 35. 
0 10 

0 00 
0 03 
0 00 
0 06 
ow 
0 35 
0 18 

029 
001 
0 11 
029 
0 43 
0 39 

1 08 

0 17 

10 60 
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_- 

A. Re-estimation of RZOOO-1 Rate Categories Unit Costs Based on Refined 

R2000-1 Methodology 

This is accomplished in two steps. In the first step, a refined total unit cost for First-class 

Automation Non-Camer Route Presort mail is calculated based on a refined worksharing 

related cost pools (See section B for cost pool classification refinements). This aggregate 

is then broken down into the 3-rate categories of First-class Basic Automation Presort, 

First-class 3-Digit Automation Presort, and 5-Digit Automation Presort using the RZOOO- 

1 Postal Service’s cost model as specified in R2000-I, USPS-T-24 appendix I page 1-5. 

The CRA cost pools for the First-class Automation Non-Carrier Route Presort are 

obtained from R2000-1, LR-1-162. These cost pools are shown in Table A2. The 

refined worksharing related proportional cost pools and worksharing related fixed cost 

pools are identified in “C012” and “Co13” with the X-markings. Columns “Co14,” 

‘‘Col5,” and “Co16“ show the refined classification of unit costs for worksharing related 

proportional, fixedand combined. The refined total unit costs for worksharing related 

proportional and worksharing related fixed and combined are found to be 2.757 cents, 

1.249 cents, and 4.005 cents, respectively. 

Next, this refined total unit cost is disaggregated into the 3-rate categories mentioned 

above. The necessary calculations are provided in Table Al .  

Reproduced in Table Al,  in columns “Coli” to “Co14” are USPS rate category model 

costs obtained from WOOO-1, USPS-T-24 Appendix I, page 1-5. The total volume 

weighted average model cost of these four categories is 2.866 cents. 

This number 2.866 is used to obtain the proportional adjustment factor needed to 

reconcile the rate categories reported in “Coll” to the refined worksharing related unit 

cost discussed above. The refined total unit costs for worksharing related proportional, 
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2.757, from Table AZ, divided by the volume weighted average model cost, 2.866. gives 

the proportional adjustment factor of 0.962. This value is entered in column “Co15.” 

Multiplying this proportional adjustment factor (“Co15”) by each rate category model 

cost (‘Toll”) gives the refined proportional unit costs which are entered in column 

“Co16.” The refined worksharing related fined unit cost (1.249) which was calculated in 

Table .42 is given in Column “Co17.” This worksharing related fixed unit cost is the 

same for all rate categories by definition. Summing up the refined worksharing related 

proportional unit cost (“Col6”) and the refined worksharing related fixed unit cost 

(“C017”) gives the refined total mail processing unit cost for each rate category which are 

shown in “Co18.” 

It should be noted that the volume-weighted average of the Automation 5-Digit and 

Automation 5-Digit CSBCS unit cost is also calculated and shown in “Co18.” 
_- 

B. Cost Pool Classification Refinements 

I do agree with witness Miller that six cost pools relating to BMCs have nothing to do 

with the processing of First Class workshared mail and should not be included in cost 

avoidance estimates. As a practical matter, the cells are all zero. The MODS FSM cost 

pool 9 pertains to flat sorting machines, not letter mail, although one wonders why 

positive unit costs for letter mail appear in these cost pool cells if they are not used for 

any letter sorting. Likewise, I agree with witness Miller’s exclusion of MODS 

MECPARC and MODSSPBSPRIO as these cost pools pertain to parcels and priority 

mail, respectively. 

One could argue that presort bureaus must address similar accounting issues to those 

measured in cost pool 28, MODS BUS REPLY, costs which the Postal Service thereby 

likely avoids. However, I exclude it from my cost avoidance calculations. I also exclude 

from my cost avoidance calculations cost pools 15, 17, 18, and 25 as numbered by 
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witness Miller. These operations pertain to flats or parcels. Cost pools 27-3 1, 39, 47, 48, 

50, and 52 are also excluded as they pertain to air shipments, registered mail, mailgams, 

flats. parcels or express mail. 

Similarly, I exclude cost pool 40, MODS LD48SSV, whose cells show no costs, although 

I am uncertain as to whether presort bureaus, for example, do or do not perform special 

services for their clients which avoid costs for the Postal Service. Clearly, there are & 
cost pools which avoid equivalent costs for the Postal Service that are not even measured 

in the existing CRA cost pool classification system. For example, major mailers and 

presort bureaus must expend considerable time and cost creating mail that then becomes 

clean by USPS DMM acceptance and verification procedures. 

I do not agree with witness Miller's classification for MODS IPLATFRM, cost pool 24. 

In response to MMA/USPS-T24-1, witness Miller claims that because his metered letters 

estimate for this cost pool is nearly identical to his non-automated presort estimate, that 

presortation cannot be the primary cost driver. He speculates that the observed difference 

between metered letters and presort automated letters is due to metered letters up to 13 

ounces entering the system whereas the weight limit for presorted automated letters is 

3.3103 ounces.' 

Witness Miller's weight argument is dubious at best. The prospect of letter weight 

differences explaining a one half cent cost differential between metered letters and 

presort automated letters is remote. Metered letter mail, especially trayed BMM letter 

mail if it exists, is highly unlikely to fall outside the 3.3103 ounce weight limit for 
automation letters. Small businesses use meters for correspondence, bill payments, 

invoices and the like, and these are overwhelmingly light-weight pieces. 
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Further, even if one were to accept witness Miller's comparison of metered letter 

platform costs to non-automation presort letter costs, presortation is not the only primary 

cost driver for workshared mail as he incorrectly alleges. Prebarcoding is recognized by 

the Postal Service itself, if not its own witness, as being a primary cost reduction driver of 

workshared mail. What is being measured in this cost pool in actuality is the difference 

between sacks of metered mail being delivered by Postal Service employees and 

organized carts of trayed prebarcoded letter mail delivered by presort bureau employees 

and major mailer employees interested in getting the mail transferred quickly and 

efficiently. 

.- 

For these reasons I classify MODS IPLATFRM as a worksharing related cost, but further 

classify it as a fixed rather than proportional cost on the basis of the metered to non- 

automation presort litmus test for presort-related (if not worksharing related) that witness 

Miller used. For the same reasons, I classify the non-MODS equivalent of this cost pool, 

NONMODS ALLIED, as worksharing-related fixed. 

I have for this rate case used this litmus test for classifying as worksharing related 

proportional or worksharing related fixed all twelve of the cost pools for which I disagree 

with the Miller classification, including all those already discussed. If the metered and 

non-presort automation cost pool estimates are close or identical, I classify that cost pool 

as worksharing fixed and not varying with the level of presortation. If they vary widely, I 

classify that cost pool as proportional. 

As I have noted earlier, the actual benchmark the Postal Service is using is not a BMM 

benchmark but a hybrid single-piece-metered and non-automation-presort benchmark 

with a dash of BMM if it exists. Whether or not modeled costs include traying as an 

assumption, it is simply wrong to not include cost pool 21, MODS ICANCMMF' as a 

worksharing related cost pool. Mailers perform traying, facing and canceling activities 
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during their mail processing operations which cost them money and which avoid costs for 

the Postal Service. 

There is no evidence in this case that BMM mail, i.e. trayed metered mail, even exists, so 

as a practical matter, the cost avoidance calculation must be between metered letters and 

the various worksharing categories. This cost avoidance equals 0.27 cents per piece for a 

basic automation letter. To deny worksharing mailers that cost in cost avoidance 

calculations and in setting the discount would be tantamount to below- cost predatory 

pricing by the Postal Service if mail processing was an unbundled postal service priced in 

the open market. Following witness Hatfield in the last case, I classify this cost as 

proportional. 

MODS SPBS OTH is used to process Standard A letter bundles and can be used to 

process First Class letter bundles. Whether or not it is “typically used” as asserted by 

USPS witness Miller in response to ABA&NAPM/USPS-T24-12, it does show up as a 

small positive cost’for metered letters, which indicates it is sometimes used, Therefore, it 

should be included in cost avoidance calculations. MODS lSACKSM “may be used to 

process letter trays” according to witness Miller and since trays are an assumption 

underlying modeled costs, this cost pool and any cost avoidances between metered mail 

and workshared rate categories should be included. Following witness Hatfield’s 

approach in R97-1, I classify both these costs as proportional. 

MODS 1SACKSH entails manual sack sorting operations, including those for metered 

letters. Trayed prebarcoded and presorted mail avoid those costs, and this is clearly a 

worksharing related cost. Under the Miller litmus test and on the basis of witness 

Hatfield’s classification in R97-1, I classify these as a fixed cost. 

Cost pools 32-34 are in my view also mis-classified by witness Miller as being non- 

worksharing related. MODS REWRAP contains costs related to rewrap operations. It is 
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m y  understanding that private mailers also incur these costs and related costs, and those 

costs would be incurred by the Postal Service. MODS lEEQMT relates to empty 

equipment operations. Worksharing mailers face the same category of costs for their 

mailstream. and the Postal Service would incur those costs if that mail were processed by 

USPS rather than private mailers. Any international letter mail which the private sector 

processes is isolated in an MLOCR or BCS bin and properly entered into the Postal 

Service apart from its domestic mail for further international mail processing. Therefore, 

the MODS INTL cost pool is worksharing related. I further classify cost pool 32 as being 

proportional on the basis of the Miller litmus test and witness Hatfield’s own 

classification in R97-1. The Miller test and the Hatfield classification conflict for cost 

pools 33 and 34, so I classify these as worksharing related fixed rather than adopting 

witness Hatfield’s proportional classification. 

The final three cost pools involve support operations at MODS and NONMODS 

facilities. Clearly, there are a host of support operations necessary in both USPS and non- 

USPS mail processing facilities and these are clearly worksharing related costs for cost 

pools, 43,44 and 51, MODS ISUPPFl, MODS 1SUPPF4, andNONMODS MISC 

respectively. Using the same methods as before, I classify MODS 1SUPPF4 and 

NONMODS MISC as worksharing related proportional and MODS lSUPPFl as 
worksharing-related fixed. 

C. Costing Methodology Changes Between W7-1 and R2000-1 

What are the differences between the two methodologies? By looking at the differences, 

one can evaluate whether the Postal Service’s “R2000-1 methodology” or its “R97-1 

methodology” is superior. 

.- 

In witness Miller’s mail processing costing methodology there are 52 cost pools whereas 

witness Hatfield used 46 cost pools. Cost pool 46 in R97-1 was Non-Mods, and that 
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single cost pool has been expanded into 8 cost pools in RZOOO-1. All of the differences 

appear here as Table .43. Model cost activities for the mail flow density models have 

been altered between R97-I and R2000-I as seen in Table A4. 

I 

.- 

There are 24 activities for the modeled costs in R97-1. With the phasing out of MPLSM 

equipment, six of those activities labeled “mechanized” are eliminated in the new cost 

models. In R2000-1 there are 26 modeled cost activities. Ten measure RBCS incoming 

and outgoing activities and have no direct correspondents in the R97-1 modeled cost 

activities. Another eight activities have correspondents in the R97-1 modeled cost 

activities. The remaining eight modeled cost activities in the R2000-1 modeled costs mail 

flows do not have direct correspondents in the R97-1 modeled cost activities, and all but 

two of these different [or differently labeled] activities are found in the incoming 

secondaries. 

Two more differences between the Hatfield and Miller methodologies appear to complete 

the picture of methodological changes made between R97-1 and R2000-1. First, Witness 

Hatfield’s modeled costs were reconciled to the CRA aggregate for four worksharing rate 

categories: non-automation presort, basic automation, automation 3 digit presort, and 

automation 5 digit presort. Witness Miller’s new methodology reconciles modeled costs 

to the CRA aggregate for three rate categories: basic automation, automation 3 digit 

presort, and automation 5 digit presort. According to witness Miller, IOCS tallies exist in 

a form which allows him to break out the unit mail processing costs for non-automation 

presort separately fiom the non-carrier route automation rate categories. Why was this 

break out not done in R97-1 unless there has been a change in the IOCS tally system? 
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R-20004 R-97-1 

cost Pool cost PO01 cost Pool cost Pool 
Number SDurce Abbreviation 

1 BMCS NMO 
2 EMCS OTHR 
3 BMCS PLA 
4 BMCS PSM 
5 BMCS SPB 
6 BMCS SSM 
7 MODS BCSI 
8 MODS OCW 
9 MODS FSMl 
10 MODS LSMl 
11 MODS MECPARC 
12 MODS SPBSOTH 
13 MODS SPBSPRIO 
14 MODS 1SACKSM 
15 MODS MANF 
16 MODS MANL 
17 MODS MANP 
18 MODS PRIORITY 
19 MODS LD15 
20 
21 
22 
23 
24 
25 
26 
27 : 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 
MODS 

1EULKPR 
1CANCMMP 
10PBULK 
IOPPREF 
1PMTFRM 

1SACKS H 
1SCAN 

BUSREPLY 
EXPRESS 

MAiLGRAM 
REGISTRY 
REWRAP 
IEEQMT 

INTL 
La41 
L M 2  
L M 3  
LD44 

La48 EXP 
LO48 ssv 

LD49 
LD79 

43 MODS 1SUPPFl 
44 MODS lSUPPF4 

NONMODS 
NONMODS MANP 
NONMOOS MlSC 
NONMODS REGiSTRY 

Number 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Saurce 

BMCs 
BMCS 
BMCs 
BMCs 
BMCs 
BMCs 
mads 
mads 
mods 
mads 
mods 
mods 
mods 
mods 
mads 
mods 
mods 
mods 
mads 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mcds 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 
mods 

I\bbrsvialion 

nmo 
Othr 
Pla 

SPb 
ssm 
bcsl 
ocr/ 
ism1 
l S d  

mecparc 
SpbS 0th 
SpbsPna 

1SackS-rn 
manf 
mani 
manp 
priority 
LD15 

1Bulk pr 
lCancMPP 

10Pbulk 
10Ppref 
1 P l a h  

1POUCHNG 
1 Sacks-h 

1 SCAN 
Busdeply 
express 

MAILGRAM 
Regisby 

REWRAP 
1EEQMT 

INTL 
La41 
LO42 
L M 3  
LO44 

Lo48 Exp 
LMB-SSv 

Lo49 
LO79 

psm 

Sourca: R2000-1. USPS-T-24. Appendix I. Paps 1-7; R97-1. LR-H-106. Page 11-5. 
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First-class Automation Basic Model Cost Activit ies Comparison 

R2000-1 Model Cost Activities R97-1 Model Cost Activities 

Entrv Activities 
Package Sorting 

Outaoinq RBCS 
ISS 
RCR 
REC 
oss 
LMLM 

Outaoina Primary 
Automation 
Manual 

Outaoina Secondaw 
Automation 
Manual 

lncomina RBCS 
ISS 
RCR 
REC 
OSS 
LMLM 

lncomina MMP 
Automation AADC 
Manual ADC 

lncomina SCF/Primary 
Automation 
Manual 

SDiait Barcode Sort 

lnwmina Secondaries 
Auto Carrier Route 
Auto 3-Pass DPS 
Auto 2-Pass DPS 
Man Inc Sec Final At Plant 
Man Inc Sac Final At DU 
Box Section Sort, DPS 
Box Section Sort. Other 

Outaoinq Primary 
Manual 
Mechanized 
BCS 

Outaoina Secondary 
Manual 
Mechanized 
BCS 

lncomina Primary 
Manual 
Mechanized 
BCS 

ADUAADC Distribution 
Manual 
Mechanized 
BCS 

SCF ODerations 
Manual 
Mechanized 
BCS 

Incomina Secondary 
ManuallNon-Auto Sites 
ManuaVAuto Sites 
Mechanized 
BCS 
DBCS First-Pass 
DBCS Second-Pass 
CSBCS First-Pass 
CSBCS Second-Pass 
CSBCS Third-Pass 

Source: R2000-1. USPS-T-24. Appendix I, Page 1-24; R97-1, USPS-T-25. Appendix I ,  
Page 13 of 37. 
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irn.Clrn PRM md QBRM Lensn 
inCClrsr Lcncrr md Fblr - Worbhnrtd 

Noniuromated Prrson 
Aufomlrd Baric Letters 
Atomalsd Baric F1.U 
Automated 3-Digit Letten 
Avtomitrd S-Digil LcLtcrr 
Automated 315-Digil Flats 
Autonured CvrirrRouir L i m n  

in-Clsrr Lmrn and Flats - Workshared Ounces One to Two 
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irsl-clas~ Sumped Cards 
rrt-CIair PRM v ld  QBRM Cards 
rrlClrrr Privats Cuds 

Singla-Piece Cards insludlng QBRM & Slvnprd 
Nonauiomkd P r c m  Cvbc 
Automated BmVs C.rdr 
Automtrd 3-Digif Cards 
Aulolnslcd 5-Digit Card3 
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uldard Nonprofit 
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52.293 
24,508.201 
12.362.727 

304.691 
1.544.810 
1,681.963 

471.274 
295.463 
415.873 
103.678 

5,025.078 
2,354.910 

383.715 
548.0bQ 
939.713 
661.035 

40.998.656 
1.01 1.823 
1,045.493 
1.155.113 
1,791.588 
4.120.244 

347.480 
l3.450.018 
6,378.638 

11.398.229 
21.688.159 
14.231318 
41.537.326 
32,828.212 

1,851.903 
5,449.490 

11.794849 
393.109 

1.479.259 
2.692.107 

.~ 
44.019581 
73,826.868 
11,425.579 

53 I24 
25,113.453 
12,599302 

309.518 
1,569.393 
1.718.728 

481.575 
301.921 
415.873 
103.678 

5,017.125 
2,354.910 

383.715 
546.440 
935.713 
658.702 
137.645 

106,072.647 
10,321.166 

40,934,516 
1.010.213 
1,041,862 
1451.887 
1,788.789 
4,113.790 

346.933 
13.428.976 
6.368.654 

11.180.401 
21,654.244 
14.2W.065 
41,172,373 
32,828.212 

1,851.903 
5,449.490 

11,794.849 
393.109 

1.479.259 
2.692.107 
9,167.496 

20.981.342 
15,424.743 
44,019.581 
73,762.757 
11.425.579 

Proporal 
Compared 10 

Prooowd 
IUOW-I 

Diffrnnrr 

-701.510 

4.7c19 
1,026.904 

40.362 
114.475 

0.830 
64x253 
236.575 

4.826 
24.583 
36.765 
10.301 
6.458 
0.wo 
0.wo 

-7.953 
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0.wo 

-1.620 
4.WO 
-2.333 
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312.692 
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-1.570 
-1.631 
-2.257 
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0.m 
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-1.3% 
-1.3% 
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1.6% 
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1.6% 
2.5% 
1.9% 
1.6% 
1.6% 
2.2% 
2.2% 
2.2% 
0.0% 
0.0% 
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0.0% 
0.0% 

4.3% 
4.4% 
-0.4% 
0.0% 
0.1% 
0.0x 

-0.2% 
4.2% 
4.2% 
-0.2% 
-0.2% 
-0.2% 
-0.2% 
-0.2% 
4.2% 
4.2% 

-0.2% 
-0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0 . m  
0.0% 

-0.1% 
0.0% 
0.0% 2,851.871 2,851.875 

~tdStandcrd.4 88,104.322 88,040.212 -64.111 -0.1% 
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87.333 
18.662 

937.780 
444.470 
45.800 
72.906 

87.333 
18.662 

936.470 
44..470 
45.8W 
71.906 

Proposal 
Compared to 

Proposed 
UWO-I 

Ecrrrnf 
p l t f u r n r r -  

.238.894 -1.3% 

-60.862 -1.3% 
-1.484 .I.)% 

1.6% 
-0.1% 

I 2.2% 

0.WO 0.0% 
0.mo 0.011. 

-1.309 -0.1% 
0.ow 0.0% 

0 . m  0.0% 
95.362 95.081 -0.282 

156.932 156.264 -0.668 
lU1.?99 101.44U d.359 
20.509 20.505 0 . m  

7.636 7.636 0.ow 
1.278 1.278 0.ow 

2,498.774 2.498.771 0.OW 

9,070.437 
2M.861 
247.847 
311.613 
306.085 
824.c49 
68.m 

2,173,993 
1,039.334 
1.7 14.556 

0 . m  
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121.9lS 

5,162,025 
301.860 
913.661 

1.427.690 
41.972 
64.797 
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482.618 

0 . m  
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1.w6.715 
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9,056.46 
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311.130 
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0.m 

1.713.327 
,2,.9l8 

5,162.025 
301.860 
953.661 

1,427.690 
41.972 
w.797 

263.208 
482.618 

0 .m 
0 . m  

1,646.715 
I P 7 M  

-13.991 
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0 .m 
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0.m 
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0 .m 
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0 .m 
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4.3% 
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0.0% 
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0.0% 
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0.0% 
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4.2% 
4.2% 
.0.2% 
-0.2% 
4.2% 
-0.2% 
-0.2% 
-0.2% 
-0.2% - 
_. 

-0.2% 
0.W. 
0.0% 
0.0% 
0.0% 
0.0% 
0.W. 
0.0% 
0.0% 
0.0.x 
.- 
- 

0.0% 
..... O.W* 

14,232.462 14,218.471 .13.991 -0.1% 
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Discounts Model ABARNAPM-T-I 
Tschnicil Appendix A-l 

Pmporll 
Compared 10 

Pmpored 
UOW-I 

PIQMad AlEmaE 
UIlQd Pmnn..l Lufccws 

1,541,086 1,543.086 0.ow 
26d.218 264.218 0.m 

16,039,766 16.025.775 -13.59F)I 

67 "91 67 "9, " M" 

&Ism 
LmsIsm 

0.0% 
0.WA 
4.1% 
0.0% 
O.W. 

-0.6% 
0.0% 
0.0% 
0.0% 

4 . 6 %  
0.0% 
0.W. 

-0.6% 

.- 
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Dirc.ounta Model ABAaNAPM-T. I 
Tcchnisal Appcndu A-I  

Propord 
Comparcd to 

Ropossd 
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Dimrrnrr 
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0.0% 
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0.0% 
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_. 
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0.0% 
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10.8 14.3 I 5  
I.88O.WI 

0.wo 
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, 
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1,539.113 

, 
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0.ow 
0.ow 

0.wo 
"Mn 

.- 
Volumr Variable Coil pcc 

ne. Pins4 
Piece (Dollars 
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.- Diacounls Model 

First-Class Single Pirsr 
Fmt-Class WOrbhartd 

Second Ounce 
Tbid Ounce 
Ounces Above Thlrd Ounce 

Standard Regular 
Second Owcc 
Third Ounce 
Ounces Abow Third Ounce 

Standard Enhmxcd Cmicr Routr 
Second Ounce 
ThVd Ounce 
Ounrrr Above Third Ounce 

1 

3.58% 3.58% 
I.W% 1.00% 
0.63% 0.63% 

52.90% 32.90% 
34.71% 34.11% 
101.31% 101.31% 

63.9i% 63.91% 
46.99% 46.59% 

134.05% 134.09% 

ABA&NAPM-T-I 
Technical Appendix A- l  

Revised 
6161W 

Page 14 
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0.m 
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0.m 
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.- 

Proposnl 
Compared io 

111.9% 1119% ~~~~ ~ 

265.6% 265.6% 

101.3% 101.3% 

1323% 132.9% 
208.8% 208.8% 
153.1% 153.1% 
116.8% 116.8% 
126.7% 126.7% 
I4S.2% 148.2% 

186.5% 186.5% 
0.0% 0.0% 

-0.llW 
0.02% 
0.00% 

O.W% 

0.00% 
0.00% 
O.W% 
0.OW 
0.00% 
0.00% 
O.W% 
0.00% 
0.om 
0.00% 

ABABNAPM-T-I 
Technical Appcndix A-2 

Page 2 
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0.340 
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0.310 

0.320 
0.2SO 
0.310 
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0.2.8 

0.m 
0.m 
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Additional Ounce Model ABA&NAPM-T-I 
Techhniul Appendix A-2 

nt-c l r r i  PIi".LC cards 
Smglc-Piccr Cards including QBRM & Sfunpcd 
Nonautomted Prsnon Cards ~~ 

Automsd Baric Cuds 
Automated 3-Digit cards 
Automated I-Digit Cards 
Automated b i e r - R o u t s  Cuds 

, m l  Fnfi C7mr 
'YI Perlodlcd 
lodud Sloglc Pic- 
mdud Regular 

Nooiutomtrd Basic Lmrm 
Nonaulomlsd Baric Nonkncrr 
Nonauiomalcd Prc~on Lcnrr. 
Nonsutomfed Prrson Nonlcmrr 
Automtrd Bnris Lettars 
Aummted Baric PIPS 
Automated )-Dipit Lenrrs 
Avlomtcd 1-Digit Lcncrr 
Automated YS-Digit FhU 
Stmdud Rmulu- Sewnd Ounce 
Standud Regular - Third Ouncc 
Standud Rcgular - Ovncra Above Tbird 

A"to"Uted 
B s i r  L m m  
Bslir Nonlcltcn 
High-Density Lclfcn 
High-Dcniity Nonlencn 
samtion Letters 
Samition Nonlrnrn 
Stmdwd Enhanced Csnicr Route - Scwnd h c t  
Stmdud Enbnnecd Cmicr Routc .Third Ouncr 
Standard Enbnncid Cvricr Route - Ovnesr Abaw Third 

mdud Rsguln. Fahlnsrd b i n  Route 

n d d  Rcgulv a d  Enhanced h i m  Roufc 
ndudNonpmfii 
ndvd Nonpmfic Fahanncrd Cvria Route 

52,877.658 52,976.718 99.060 

357.932 318.603 0.671 
16,979,736 
2,586.288 
5,620.726 

52.293 
24.508201 
12361.727 
304.691 

1,544.810 
1,681.963 

171.274 
295.463 
411.873 
103.678 

1.021.078 
2.354.910 
383.715 
548.0W 
939.713 
661.031 

40,598.616 
1.01 1.823 
1,045.493 
1,451,143 
1,791,588 
4.120.244 
347,480 

l3.450.018 
6,378.638 
11.398.229 
21.688.159 
14.231.318 
41.517.326 
32,828112 

1,851.903 
1.449.490 
11,791,849 

393.109 
1,479,259 
2.692.107 
9,167.496 

20.981.342 
15.424.743 
44.019.181 
73.826.868 
11,421.179 

46,987,251 

2.587.749 
5.621.SW 

52.494 
2*110.366 
12,364.300 
301.716 

1,545.110 
1,682.233 
471.349 
295.510 
415.873 
101.161 

1,021.902 
2,352.271 
383.477 
547.974 
939.621 
6W.943 
137.611 

105,863.912 
10,321.166 

40,993.671 
1.011.701 
1.041.366 
1.454.968 
1,791.370 
4.119.742 
347.438 

13,448,382 
6,377.862 
11396.842 
21.685.521 
14.229.588 
41.532.271 
32.828.212 

1,811.903 
1,449.490 
11.19*.849 
393.109 

1,479,259 
2.692.107 
9,167,496 
20,981.342 
15.424.743 
44,019.181 
73.821.882 
11,421.179 

7.119 
1.461 
0.773 
0.201 
2.161 
1.174 
1.045 
0.300 
0.269 
0.075 
0.047 
0 . W  
-0.116 
-3.176 
-2.639 
-0.238 
-0.086 
-0.092 
-0.093 
-0.029 

103.918 
0.W 

4.986 
-0.l22 
-0.127 
-0.176 
4 2 1 8  
-0.502 
6.043 
-1.636 
-0.776 
-1.386 
-2.637 
-1.731 
-5.01, 
0.m 
0.OM 
0.m 
0.m 
0.m 
0.m 
0.W 
0.wo 
0.W 
0.m 
0.m 
4.986 
0.m 

,!€r5€5 
niffrrrnrr 

0.2% 
0.2% 
0.2% 
0.0% 

0.1% 
0.0% 
0.4% 
0.0% 
0.0% 
0.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

-0.1% 
-0.1% 
-0.1% 
4.1% 
0.WA 
0.0% 
O.W. 
0.WA 
0.1% 
0.0% 

0.0% 
0.0% 
0.0% 
00% 
0.0% 
0.0% 
0.0% 
0.W. 
0.09.. 
0.0% 
0.W. 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
O.W. 
0.0% 
0.w. 
0.0% 
o.w/. 
0.0% 
0.0% 
0.0% 2,811.871 2,851.871 0.m 

88,104,312 88.099.337 4.986 0.0% 
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Additional O u r <  Model ABABNAPM-T. I 
T d m i u l  Appmdu A-2 

Pngr 9 
Rrviird 

Propoui 
Compared to 

Pmpoted 
R2OW-I 

&IwJl 
Q i u 5 l m K L m m c c  

'I3t-Clsn Lcncrs and Flats . Single Piccr Exccpl QBRM 
'"SI-Clus Lcnrn and FlaS - Single Piscc Additional Ounces 
'bt-Clan PRM and QDRM Lenrn 

Automated Duic Lmrn 
Automated Baric Flrls 
Automated 3-Digit Leers 
Automitrd S-Digit Lcltrn 
Automated 315-Digif Flstr 
Automated Cmisr-Rous Lsffsrs 

irst-Clur Lslfcn and Fhfr - Workrhusd Ounce3 One Io Two 
i rstCba L e a n  and FlrU - Workshued Ovnccr Two to Three 
irr lKlnri Lnncn and Flat3 - Workrhmd Ounces Over Thrss 
I3l-Clur Leer$  and F l m  - Workshued Fsrr 
" ~ t - C l w  Stsmpcd Cuds 
irrt.Clarr PRM and QBRM Cards 
vibCIus Private Cuds 

Shglo-Picrc Cuds at Cuds RILcs 
Sinsis-Piece Card. at Lcnrr Rater 
Nomutomated Prrron Cuds 
Automtcd B s i c  Cuds 
Automated 3-Digit Cards 
Automated 5-Digit Card3 
Automated Cmicr.Roure Car& 

viCClasi Singlo Piece Cuds Fees 
ml-Clmr Workshurd Cuds FISS 
vtnl Fim C t m  
om1 Prriodrcrl 
m d d  Simgls Piccr 
andsrd Regular 

Nonrutomtrd Buis h L n  
Nonsuiomatcd Baric Nonlenm 
Nonauromstcd Prrron Lctfcn 
Plonlvfonntrd PrMnN~nlmm 
Aulomtcd Buir Lcnin 
Aufomsfcd Basic FhU 
Avlomtrd ).Digit Lcnin 
Autonulcd 5-Digit k m m  
Automtcd 115-Digit Flns 
Studud Regular - kcoad Ounce 
Studad R e p l v  . Thkd hmce 
SUndvd &gular. Ouocei Above Tblrd 
Fees, Reaidull Shape, and Adjvrmcnm 

Aulomtrd 
Bpric Lcaur 
Buir Noniencn 
High-Density Lcen 
High-Density Nonlrnrra 
s.nrnlian Leer' 
SnNralion Nonidtm 
StudlrdEnbnoecdcuriF.Routc. sceoodovncc 
Smdud  Enhanced Omin Route. Third omre 
SfMdad Enhanced C-rr Route. h t r s  Above Tbird 

andard Rcgulu Enhanced b i n  ROYY 

87.333 
18.662 

937.180 
444.410 
45.8W 
12.906 
95.362 

156.932 
101.199 
20.509 
1.636 

81.333 
18.641 

931.136 
443.912 
45.749 
12.861 
95.341 

156.917 
101.785 
20.505 
1.636 

9.070.431 
244.861 
247.841 
311.613 
306.085 
824.049 
68.900 

2.413.993 
1.039.334 
1,714.556 

0 . m  
0.wo 

1,716.011 
121.918 

5.162.025 
301.860 
953.M1 

1,417,690 
41.912 
64.191 

263.208 
482.618 

ow0 
0.000 

1.w6.715 

9.069.349 
U4.832 
241.817 
311.576 
306.048 
823.948 
68.891 

2,471,692 
l.039.201 
1,111.341 

0.W 
0 . m  

1,715.802 
121.918 

5.162.025 
301.8MI 
953.661 

1.421.690 
41.912 
64191 

263.208 
482.618 

0 . m  
0 .m 

1,606.115 

0.074 0.w. 
4.1% 
-5.4% 
-,.I% 

0.ow 0.0% 
0.000 0.0% 

-0.021 .O.i% 
4.643 
-0.498 4.1% 

4.045 -0.1% 
.0.015 0.0% 
-0.015 0.0% 
-0.014 0.m 

.0.015 0.0% 
-0.015 0.0% 
-0.014 0.m 
-0.001 0.0% 
0.000 0.0% 
0.WO 0.we 

-0.5% 
0 . m  0.0% 

n M n  n w  ".""" I.",. 

-0.5% 
0 . m  0.0% 

-1.086 0.0% 
Q.030 0.011. 
4.010 0.0% 
-0.038 0.w. 
-0.037 0.0% 
4.100 0.0% 
4.008 0.0% 
-0.101 0.0% 
-0.126 0.W 
d.iw 0.0% 
0 .m .- 
0 . m  -. 

4.209 0.0% 
0 . m  0.0% 
0 . m  0.0% 
0 . m  0.0% 
0 . m  0.0% 
0 .m 0.0% 
0 . m  0.w. 
0.m 0.0% 
0 .m 0.0% 
0 .m 0.0% 
0 . m  - 
0.m - 
0.m 0.w. 

Fcrr, Rcridlul Shape, and Ad jwmn l r  19.764 19.764 0 . m  0.0% 
andsrd Rc8ulu and Enbmced &rr ROUE 14232.461 14.231.314 -1.088 0.0% 
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Additional Ounce Model ABAtzNAPM-T-I 
Technical Appendix A-2 

Prop O l d  

Compared B 
Proposed 
mwo-I 

Pmnnr.d Akmal% 
u!xx!=l Prnnn..l pltfurnre 

1.543.086 1.543.086 0.WO 
m z i a  261,218 O.0M 

kum 
lxuasnK 

0.0% 
0.0% 
00% 
0.W 
0.0% 

4.3% 
0.0% 
0.0% 
0.0% 

4.3% 
0 . W  
0.0% 

4.3% 

.- 
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Additional Ounce Model ABABrNAPM.T.1 
Tcchnicrl AQpsndix A-2 

5,019164 
539.919 
168.958 

2.465.588 

6.823.933 
2,471.864 

208.577 

1.880.WI 
3,546.046 

1,429916 
1.539.113 

0.wo 

5,020.167 
539.314 
168.924 

1,465,388 

6,823,104 
2,471.864 
9,294.968 
1.320.61 I 

208.577 
10.824.156 
1.88O.WI 
3,546.046 

40.348 

, .  
1.539.113 

0 . m  

27,978.701 

Proposal 
Compand to 

Proporrd 
Rzooo-I 

l!i&m€s 

-0.605 

0.m 

" M" 
0.ow 
0.ow 

..... 
0 . m  

Om 

0.002 

Errrcnt 
1m55m 

0.2% 
(1.0% 

0.0% 
0.1% 
0.w. 

0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 
0.0% 
0.0% 

0.1% 
0.0% 
0.0% 
0.0% 

6.1% 

... 

FhLKlarr Cuds - Single Pirsc 0.2293 0.2193 

Sundard Rcgular 0.1664 0.1664 
Fbf-Class Cuds - Privrlc Premn 0.0633 0.0633 

Sundud Regular Enhanced Carrier 0.0753 0.0753 Mail Prosrasing Cost 0 . m  
Fonvding cost 0 . m  

Pa# I I 
Revised 

616100 
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wwoo 

Ow0 
W O O  
woo 
W O O  
W O O  

W O O  

W O O  
om0 
" w o  
ina 0 
m00 
Mo" 
OM0 
im 0 
lWu0 

ma00 

3537qja 

IWa 
pxodoid 

/)I panduo, 

I"0aUd 

ii00 
1100 

i200 
li00 

111'0 

iC00 
Ci00 
i l 0 0  

SLl.0 

' '20'0 
tt(l0 

CS00 

1110 

C100 
iC00 
i W 0  
L I O ' O  

iP20 

2200 
1100 

' 2 0 0  
1200 

111.0 

2COO 
<zoo 
i l 0 0  

CS00 
iC00 
iW0 
L l 0 0  

i"0 
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I 

0.3.08 
0.23W 
0.3lW 

0.3183 
0.2793 
0.2073 
0.27IU 
0.2130 
0.2771 
0.2479 

O m  
0 . m  
O W W  
0 . W  
0 . m  
0.M.X 
0.mo 
0.23W 
0.23w 
O.23W 
0.2IW 
0.lSW 

0.llW 
0.34W 
0.15% 
0.1740 
0.1670 

0.llPO 
o.ino 

0.2420 
0.2311 
0.2141 
0.1708 
0.2m 
0.1983 
0.1839 
0.1619 
0,IIcd 
0 . m  
0 . m  
0.0413 

0.1630 
0.1750 
0.1110 
0.106% 
0.0138 
0.097% 
O.OS26 
0 . m  
0 . m  
0.036J 
0.I3II  
0.0926 

AIICIII11( 
w 

0.340i. 
0.22w 
". I lW 

0.3183 
0.2193 
0.2073 
" . t i l 0  
02130 
0.271: 
0.2479 

0.m 
0.WW 
0 . m  
0.m 
0 . m  
0 . W  
0.oMO 
0.22w 
0.2171 
0.22W 
0.2IW 
0.I8W 

0.2IW 
0.YW 
0.19w 
0.I740 
0.l670 
0.IUO 
0.MW 

0.2420 
0.2371 
0.2141 
0.1708 
0.2m 
O.IP8, 
0.1819 
0.1629 
0.1501 
0 . m  
0." 
0.0413 

0.1630 
0.1710 
0.1210 
0.106% 
0.M38 
U.0978 
0.0526 
0 . m  
0 . m  
0.0MJ 
0.13JI 
0.WX 

Propowd 
MW0.I 

@ E m L C  

om 
.0.0111 
0 . w  

O O W  
0 mu 
o m  
om 
0.C.X 
0-  
0.m 

0.m 
0.m 
0.m 
0.m 
0.000 
0.m 
0.m 

4.010 
4.01.' 
.0.010 
0.m 
0.m 

0.m 

0.m 
0.m 
0.m 
0.m 
0.m 

0.m 
0.m 
0.m 
0.m 
0.m 
0.m 
0 . m  
0.m 
0 . m  
0.m 
0.m 
0.m 

0 . W  
0.m 
0.m 
0.m 
0.m 
0 . m  
0.m 
0.m 
0.m 
0 . m  
0.m 
0 . m  
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Additional Ounce Model 

First-Clnrr Shgle Piece 
FlrrlClarr Workshared 

Second Ounce 
Third Ounce 
Ouncci Abow ThVd Ounce 

Standard Rcgvlv 
Second Ouncc 
Thlrd Ounce 
Ovnoer Above Third Ovnsr 

Sacond Ounce 
Third ounce 
 ounce^ Above Third Ouncc 

Sllndud Enhanced Csnicr Route 

3.58% 3.58% 
1.00% 1.Wh 
0.63% 0.63% 

51.90% 52.90Y. 
31.71% 34.71% 

101.31% 101.31% 

63.91% 63.91% 
46.9% 4699% 

134.09% 134.0% 

A0AaNAPM.T-I 
Tschnical Anpendir A-2 

Page I 4  
Revised 
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_- 

Promtd UW0- 

1.w: 
1.m 

1.m 

0.991 
0.998 

0.669 
I.wO 
I . w o  
,.m 
0 W9 

0 . m  
0 . m  
0 . m  
0.- 
0.m 
0.m 
0.m 
1.W 
1.250 
1.m 
0.91J 
1.m 

I .m 
1.m 
1.m 
1.m 
1.m 
1.m 

1.m 
0.762 
0.951 
0.661 
I .m 
0.741 
0.951 
0.947 
0.63, 
1.m 
1.m 
1.m 

1.m 
1.m 
0.692 
0.702 
0.284 
0.684 
0.356 
1.m 
1.m 
1.m 

Allcmlir 
meas+! 

I w: 
,.m 
1.m 

0.w: 
0 WR 
0.669 
1.m 
I.wO 
l.000 
0 5999 

I .m 
Im 
0.649 
,.m 
1.m 
1.m 
1.m 
I .m 
1.250 
I .m 
0.91) 
1.m 

1.m 
Im 
LOW 
1.m 
1.m 
I .m 

1.m 
0.762 
0.912 
0.662 
I .m 
0.71) 
0.951 
0.947 
0.611 
1.m 
1.m 
1.m 

I .m 
1.m 
0.692 
0.701 
0.284 
0.6U 
0.316 
1.m 
1.m 
1.W 

Compvcd 10 

Pmpoird 
Em-I 

0m0 
0 .W'  
0 . m  

u m  
O W  
0 @XI 
0 . m  
0.m 
0.- 
0.m 

1.m 
1.m 
0.669 
I.WO 
1.m 
1.m 
1.m 
0 . m  
0.m 
0.m 
0 . m  
0 . m  

0.m 
0.m 
0 . m  
0 . m  
0.W 
0.m 

0 . m  
0 .m 
0 . m  
0 . m  
0 . m  
0 . m  
0.m 
0 . m  
0 . m  
0 . m  
0 . m  
0 . m  

0.m 
0.m 
0 . m  
0 .m 
0.m 
0.0w 
0.m 
0.m 
0 . m  
0 . m  
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I 0 o m  0.020 
o w  0.m" 
0 0 3 0  0 030 
0 069 0 049 

0 087 0.087 
O.Ml 0.06'. 
0.092 0 . W  
0.m 0.wo 
0.016 0.040 

o w 0  
o m  
om 
om 
O M 0  
0 w(I 
O W  
O W  
O W  

0 020 0 010 o.wn 
0 036 0.036 0.wo 
0 013 0.Wl 0.m 
0.0% 0 056 0.m 
0.06, 0.061 0 . W  

0.017 0.017 0 . W  
0,053 0.053 0.m 
0.042 0.042 0 . W  
0.W OW 0.m 
0.032 0.012 0 . W  
0.05, 0.051 0.- 
0.021 0.027 0.W 

0.011 0.017 0.m 
0.022 0.022 0 . W  
0.028 0.028 0 . W  



.- 

PI 
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Addilional Ounce Model 

. . . .. . . . 
265.6% 265.65 0.00% 

101.3% 101.3% O.W% 

132.9% 132.9% O.W% 
208.8% 208.8% O.W% 
153.1% 153.1% O.W% 
116.8% 116.8% 0.00% 
126.7% 126.7% 0.00% 
118.2% I l S . i %  0.00% 

0.00% 
186.5% 186.5% 0.00% 

0.0% 0.0Y. 0.00% 

ABA&NAPM-T-I 
Te~hnicol Appendix A-1 

ReviJFd 
6/6/00 

Psgc 2 
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M 
R20011-I 

0 1.118 
0.230 
0.11" 

0.1?" 
a 280 
0.310 
0.2:,  
0.253 
u.27: 
0 . 2 a  

0.000 
0.000 
0.ow 
0.0w 
0 .W 
OW 
0.0w 
0.210 
0 . IU 
0.230 
0.210 
0.180 

0.210 
0.110 
0.190 
0. I74 
0.167 
0.154 
0.149 

0 . 1 2  
0.111 
0.225 
0.218 
0.200 
0.267 
0.191 
0.172 
0.231 
0 . W  
0 . W  
0.041 

0.161 
0.171 
0.175 
0.152 
0.154 
0.141 

Allcmni 
w 

0 110 
0.210 
0110 

0 12" 
".?(io 
"3lil  
o.ri, 
0 25; 
02'- 
0.248 

0.WO 
0.000 
O.000 
U . W  
0 .W 
0.WO 
O m  
0.184 
0 I84 
0.210 
0.210 
0.180 

0.210 
0.340 
0.IW 
0.174 
0.167 
0.154 
0.149 

0.282 
0 . l l l  
0.225 
0.258 
0.200 
0.26, 
0.193 
0.171 
0.231 
0 . W  
0 . W  
0.04, 

0.16, 
0.175 
0.175 
0.152 
0.114 
0.113 
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Additional Ounce Model ABABNAPM-T-I 
T~shnicsl Appcndix A-3 

Page 6 
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A d d i l i o n d  Ounce Model ABA&NAPM-T-I 
Tlshnlsd Appendix A-3 

Plgc 7 
Rcvircd 

I 61uw 

lnCClnrr Lcncrr m d  Flats - single Pis= Including QBRM 
rrfCIasr Lcnrn m d  Flits - Singls Pie= Additional Ounccr 
rrt-Cln~s PRM and QBRM Leers 
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Additional Ounce Model 
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Diarounts and Additional Ovnrc Model ABABNAPM-T-I 
TichnVd Apwndh A-1 
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ABA&NAPM-T-l 
Tcslmisal Appendix A-5 
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Discounts and Additional Ounce Model 

Flrrf-Clm Single Pis- 
First-Clnsr Worluhued 

Second Ounce 
Third O u n ~  
Ounces Above Third Ounce 

Sundud Regular 
Second Oune 
Thlrd Ouwc 
Ounce Abovr Third Ouna 

Standard Enhanced Camirr mute 
Second Ounce 
Thlrd Om- 
Ounce$ Above Third Ounce 

1 

3.58-% 3.589. 
LOO% 1.00% 
0 63% 0.63% 

51.90% 52.90% 
34.71% 34.11% 

101.31% 101.31% 

61.91% 63.91% 
46.99% 46.99% 

134.09% I34.WX 

ABA&NAPM-T-I 
Technical Appcndir A-5 

Page I4 
R w i x d  

6J6JW 



12556 

Pronorrd UWO- 

0 991 
0 9 9 8  
O.M9 
I W O  , 0"" 
I W" 
0 W I  

0 WO 
0.m 
0 wo 
0.M" 
Om 
0.OW 
0.OW 
,.OW 
1.250 
1 . m  
0.911 
,.OW 

1 . m  
I .m 
1.m 
LOW 
I .m 
1.000 

I .m 
0.762 
0.952 
0.642 
I.WO 
0.741 
0.953 
0.947 
0.651 
I .m 
I .m 
I .m 

I.WO 
I .m 
0 692 
(1.702 
0.284 
0.684 
0.356 
I .m 
I .m 
1.m 

WCrronrm.nplrrr,P I,, 

h w i  

I002 
I 000 
I WII 

0 995 
0 99s 
0 M 9  

I Wli 

I W" 
I WU 
0 '199 

LWO 
LWO 
0.669 
1.000 
I OW 
I.wo 
1.000 
1.000 
I.250 
,.ow 
0.911 
1 . m  

Im 
1.m 
I .m 
LOW 
I OW 
LOW 

l.000 
0.762 
0.912 
0.662 
,.OW 
0 741 
0.953 
0.947 
0.65, 
I .m 
I .m 
I .m 

I .m 
I .m 
0.691 
0.702 
0.184 
0.684 
(1.156 
I .m 
Im 
I .m 

Prop0sal 
Compared io  

Proporrd 
M"00-l 

Dlftrrrncr 

" uoa 
"."llll 

0 "0,s 

O.W<# 
".om) 
u.m 
0.m 
".00(1 

0 . m  - 
".M 

,.OW 
LOW 
0.669 
1.m 
1.000 
I.WO 
I O "  
0.00" 
0.m 
0.000 
".WO 
0.000 

0.wo 
0.WO 
0 wo 
0 WO 
0 wo 
0 wu 

0.WO 
. 0.m 

o m  
0 . m  
0.m 
o m  
0 . m  
0 . m  
0.wo 
o m  
0 . m  
0.m 

0 . m  
0 . m  
0.m 
0 . m  
0.m 
0.W 
0.m 
0.000 
0.m 
0 . m  



12557 

0 020 
0 06" 
0.030 
0.069 
0.087 
0 063 
0.092 
0.m1 
O.046 

o o x  
0 036 
0.041 
0.056 
0.00, 

0.017 
0.053 
0.042 
0 . w  
".03i 
0.011 
0.027 

0 0 2 0  
o m  
O . O X 1  

".on 
0."91 
0.065 
0 092 

0 019 
0 046 

U.02" 
0.036 
0 043 
0 0 %  
OW1 

0.011 
0.047 
0 036 
0.038 
0 026 
0.047 
0.02, 

0.0W " 000 
0 ou" 
0 w9 
0 W8 
om 
0.m 
0.046 
0.m 

0 W" 
0.WU 
0.WO 
0.m 
0.wo 

4.m 
-0.- 
-0.m 
- 0 . m  
-0.006 
-0.006 
4 .0"d  

0.017 0.011 4.m 
0.02z 0.016 -0.m 
0.028 0.02? -0.- 



8 

9 

10 

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

18 

19 

20 

2 1  

22 

23 

24 

25 

12558  

CHAIRMAN GLEIMAN: Dr. Clifton, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available to you earlier 

today? 

THE WITNESS: Yes, I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: And if those questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would, sir. 

CHAIRMAN GLEIMAN: NO changes, corrections or 

additions? 

THE WITNESS: No, sir. 

CHAIRMAN GLEIMAN: That being the case, counsel, 

if you would please provide two copies of the designated 

written cross-examination of the witness to the reporter. I 

will direct that that material be received into evidence and 

transcribed into the record. 

[Designated Written 

Cross-Examination of James A. 

Clifton, ABA & NAPM-T-1, was 

received into evidence and 

transcribed into the record.] 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

( 2 0 2 )  842 -0034  
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RESPONSE OF ABAWAPM WITNESS CLIFTON TO DMA INTERROGATORIES 

DMA/ABA&NAPM-TI-1. Please refer to your testimony on page 60, lines 1-5, where you 
refer to “these changes in cost coverage” as being “discriminatory and unfair to First Class 
worksharing mailers.. ..” 

a. Please confirm that the Comnkion’s rate recommendations in Docket No. R97-1 
were made following major classification changes pumLant to PRC Docket No. 
MC95-1. If you do not confirm, pleast explain fully. 

Do you contend that cost coverages recommended by the Commission in Docket 
No. R97-1 for First Class and Standard A mail were “discriminatory” and 
“unfair?” If so, plcasc explain your contention in as much detail as possible with 
specific reference to the pricing criteria of section 3622@). 

What is the continued relevance, if any, of conclusions made by the Commission 
in Docket No. R90-1, a case that was litigated a decade ago and that preceded the 
classification changes instituted pursuant to Docket No. MC95-1? Please explain 
fully. 

b. 

c. 

.- 

RESPONSE 

a. Conf ied .  

b. The citation from my testimony which you cite does not talk about the R97-1 

decision by the Commission, but the dynamic pattem of actual changes in cost coverage which 

have occurred since 1990, as a result of rate decisions made by the Commission and other 

reasons. What I contend is that the Commission has allowed thsc dynamics to unfold in a 

direction which the Commission itseltroundlyrejectcd in R90-1, a direction which the USPS 

proposed. Without an explanation 6um the PRC and notwitbtaadhg M95-1, this appears 

contradictory to me. as the Commission does not appear to have said anything else about its cost 

coverage goals since R90-1. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO DMA INTERROGATORIES 

RESPONSE to DMA/ABA&NAPM-Tl-3 (Conthed) 

However, if I take your question at face value and look at the dynamic pattern of test year 

"cost coverages recommended by Commission" over the 1990s, including the -7-1 test year 

and the USPS proposal in this case, and furrher isolate the comparisons to subclasses, I arrive at 

the same conclusion. Relative to all mail, the cost coverage for the First Class letters subclass has 

increased h r n  the decision rendered in R90-1 through the proposed decision in this rate case, 

whereas it has decrcased for the Standard A Regular subclass (pre-reclassification third class, 

bulk rate regular). For the Standard A Commercial ECR subclass, it has trended down between 

the initiation of that subclass and the USPS proposal in this case. See the Attachment to this 

response for the numbers. I believe these patterns are in violation of section 3622 (b) (1). 

c. See page 58 of my testimony, line 10 through page 60, line 5 ,  including the text 

and footnote references to the a&Bn in R90-1. I am not aware of any changes made in MC95-1 

which changed the Commission's earlier stated goals as between advertising mail and FCM, 

howevn classified. The trends arc highly illuminating when it comes to issues of discrimination 

between subclasses, and unfairness insofar as rate categories Within a subclass are concerned. 
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PRC Proposed TY Subclass 
Cost Coverage 

R90-1 
Relative to All Mail 

R94-1 
Relative to All Mail 

MC95-1 
Relative to All Mail 

R97-1 
Relative to All Mail 

R2Ooo-1 (USPS Proposed) 
Relative to All Mail 

FC Letters & 
h%abmds 

161.8% 
1.08 

174.5% 
1.11 

179.6% 
1.05 

172.4% 
1.11 

196.3% 
1.17 

Standard A Commercial 
Bcnvlar Em 
146.2% NA 

0.98 

150.9% NA 
0.96 

134.6% 218.1% 
0.79 1.28 

134.6% 203.0% 
0.87 1.31 

132.9% 208.8% 
0.79 1.24 

Source: PRC, R90-1, . .  4- . .  , Volume 2 of 2, 

1, L 

’ ’ , Appendix G 
a . .  Appendix F; PRC, R97- 

Appendix G Schedule 1; PRC, R94-1, 
Schedule I; PRC, MCQ5-1,- 

R2000-1 USPS-T-32, Exhibit USPS-32B. Page 1 of 2. 

’ ’ , Volume 2, Appendix G; and . .  
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RESPONSE OF ABA6tNAPM WITNESS CLIFTON TO DMA INTERROGATORIES 

DMA/ABA&NAPM-Tl-2. Please refer to your testimony at page 60. lines 7-13, where you 
state, “it does appear unmistakably that in the growing disparate trends between cost coverages 
for single piece versus workshared mail in the allocation of institutional costs, workshared mail 
is being singled out in an arbitrary and almost punitive way. This is unfair, inequitable, and 
discriminatory. . ..” 

a. Is it your contention that the USPS proposals in this proceeding discriminate 
unfairly against workshand First Class mailers, as compared with mailers of 
single-piece First Class mail? If so, please explain as fully as possible your 
contention with re fmces  to the pricing critexia of section 3622@). 

Is it your contention that the USPS proposed rates for workshared First Class mail 
discriminate unfairly against the mailers of workshared First Class mail as 
compared with the mailers of Standard A mail? If so, please explain your 
position as fully as possible with reference to the pricing criteria of section 
3622@). 

b. 

RESPONSE: 

a and b. It is my position in the first instance that the rate proposals made by the 

clearly observable over the 1990s: USPS in this case continue a pattem of rate dumuubm 

raising the cost coverage of the First Class letters subclass while lowdng it for Standard A 

Commercial Regular (old third class, bulk rate regular) and ECR. In the second instance it is my 

position that the rate proposals made in this case by the USPS continue a pattern of rate 

unfairness within the First Class letters subclass, with the cost coverage for workshand mail 

increasingly diverging from that for single piece relative to the all mail average. Reducing the 

rate discrimination between the classes can be accomplished in part by adopting my proposals, 

and reducing the rate unfairness within the First Class letters subclass can also be accomplished 

in part by adopting my proposals. Also, se my answer to DMA/ABA&NAPM-Tl-I parts b. and 

c. above. 

. . .  . 



1 2 5 6 7  

L 

RESPONSE OF ABA&NAPM WITNESS CLIFTON TO DMA INTERROGATORLES 

DMA/ABA&NAPM-TI-3. Please refer to your testimony at page 60, lines 26-28, where you 
state, “. . . First Class Mail, and workshared mail in particular, has been shouldering an 
extremely unfair share of institutional delivny costs for several years, while Standard A mail has 
unfairly benefited h r n  this cost coverage convention,” citing USPS witness Mayes as 
“acknowledging this benefit,” referring to witness Mayes’ interrogatory answer 
ABA&NAPMNSPS-T32-4. at Tr. 11/4214-15. 

a. Please coniixm that the referenced “benefit” accruing to Standard A mail as a 
result of the contriiutions to institutional costs made by First Class mail is no 
different qualitatively h m  the benefit accruing to First Class mail as a result of 
the contributions to institutional costa made by Standard A mail. If you do not 
confum, please explain fully. In your opinion, would USPS witness Mayes 
c o n h  the foregoing statement? Ifyour answer is other than an unqualified 
‘ ~ e s ” ,  please explain fully. 

Is it your undemanding that witnws Mayes is of the opinion that First Class mail 
shoulders “an extremely unfair“ share of institutional delivery costs and that 
Standard A mail has “unfairly” benefited from the cost coverage convention 
utilized in PRC proceedings? Please explain fully with specific references to 
witness Mayes’ testimony. 

With specific references to the pricing criteria set forth in section 3622@), please 
explain as fully as possible your contention that the First Class mail conhibution 
to institutional costs is “extnmcly Untair and that Standard A mail has benefited 
”unfairly” fium the cost coverage convention. 

b. 

c. 

RESPONSE: 

a - c. I cannot speak for USPS witness Mayes. it would be 

“he” that each classlsubclass confas benefit8 on other claesd&lasclec in a qualitative sense 

if, for example, Standard A mail only contributed $1 .OO to the Postal Service’s S8,059,876,000 

FY 1999 institutional delivery cats, while First Clam Mail paid all the nst My point as 

a l l d o n  of summarized in the numbers in Table 14, page 62, is that the gunbUu 

institutional delivery costs as between Standard A and First Class Mail is grossly disc- 

and unfair and violates at I& sections 3622 @.) (1) and (3.) of Title 39, CFR. How can the 

USPS or the Commission continue to justify 

. .  

and cost covcrnges which Id, for example, 



12568 

RESPONSE OF ABABrNAPM WITNESS CLIFTON TO DMA INTERROGATORIES 

RESPONSE to DMA/ABA&NAPM-TI-J (COR~~RMI)  

to the payment of over $3.1 billion of institutional delivery costs for 

Class presort mail, when those same rats  and cost covcragcs lead to the payment of only $2.3 

billion of institutional delivery costs for dpublc that volume of Standard A mail, namely 86 

billion pieces? 

of First 

All of FCM, some 102 billion piecs, pays $5.4 billion in institutional delivery costs 

whereas 86 billion pieces of Standard A mail pays only $2.3 billion. It is discriminatory, 

inequitable and unfair for Standard A mail, which constitutes 84% of the volume of all FCM to 

pay only 43% of the institutional delivery costs that FCM pays, notwithstanding the statutory 

caps on cost coverages for the 14 billion picccs of nonprofit mail out of that 86 billion total. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO DMA INTERROGATORIES 

DMAIABA&NAPM-T1-4. Please refer to your testimony on page 61, lies 11-16. where you 
address per-piwe contributions to institutional delivety costs paid by First Class mail and 
Standard A mail. 

a. What, in light of the statutory pricing criteria of section 3622(b), is the proper 
weight that should be given to a per-piece revenue contribution analysis as 
compared with the “cost wvcrage convention” that you criticize? 

What, in your opinion, an the differences between your position and the 
Commission’s previously stated views on this issue? Please be as specific as 
possible. 

In your opinion, would the Commission need to modify its previously described 
views concerning per-piece analyses in order to agree with your rate proposals? 
Please explain fully. 

b. 

c. 

RESPONSE: 

a - c. This question mis-characterizes my testimony to some extent. I do not propose to 

change the existing cost coverage convention in favor of a ‘per piece revenue contribution” 

convention. I propose to solve the discriminatory and unfair allocation of institutional delivery 

costs within the curre.nt cost coverage convention by raising cost coverages for Standard A mail 

and reducing them for First Class mail. Please see page 62, lines 16 and 17, of my testimony, and 

Technical Appendix A.5, cost coverages, “alternate proposal”, page 2. The lines you cite in my 

testimony are one analytical input motivating my proposed changes in relative cost covmges, 

and the Attachment and argument in BMWR to DMA/ABA&NAPM-TI-1 is another analytical 

input. I am not assigning any particular weights to my arguments. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO MOAA INTERROGATORIES 

MoAA/ABA&NAPM-T-I -1 Please confirm that you are the same James A. CliAon that 
presented testimony on behalf of the Greeting Card Association, Inc. in Postal Rate Commission 
Docket No. MC95-I. 

RESPONSE: 

Confirmed. 
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MOMABA&NAPM-T-I-Z 
and oral cross examination are found in volume twenty-six at 11610 ff of the official 
transcript of the proceedings in Docket No. MC95-1. 

Please confirm that testimony and your responses to written 

RESPONSE: 

Not confirmed. My testimony begins at vol. 26, at I1801 ofthe official transcript. 



1 2 5 7 2  

MOAA/ABA&NAPM-T-l-3 
Docket No. MC95-1 was attempted to persuade the Commission that costing and pricing 
automation mail as a subclass would harm single piece mailers and should therefore be rejected. 

Please confirm that the purpose of your testimony in 

RESPONSE: 

Not confirmed. While GCA may have used my testimony for this purpose, the primary 

focus of my testimony in MC95-1 was to testify that First Class single piece mail bad shouldered 

a substantial part of the investment costs of mail processing automation, while receiving few if 

any of the benefits of it as of July, 1995, the date my direct testimony was submitted. I argued 

that under Classification Reform I, based on information at the time, the inequity would likely 

become worse. 
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MOMABA&NAPM-T-I -4 Please confirm that your position in Docket No. MC95-1 
was that single piece mail should not be deprived of the benefit of being costed and priced 
together with automation mail because to do otherwise would show that single piece mail has 
much higher costs and therefore its rates would have to be much higher. 

RESPONSE 

I supported maintaining the current classification system for First Class Mail on behalf of 

GCA because I believed (and still believe) that First Class worksharing mailers can and have 

done more to hold down the price of the single piece stamp than the constituencies in a rate 

proceeding directly affected by the price of the single piece stamp have been able to do for 

themselves. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO MOAA INTERROGATORIES 

MOAAIABA&NAPM-T-~-S Please confirm that in your testimony you presented a 
simulation of a possible outcome for First-Class rates based on the acceptance of the Postal 
Service's proposed classification reforms predicting the following rate levels: 

U.S.P.S. P' 
proposed 

Rates 
l&lc!&um2QQlZM14 

First-class Retail Letter 32.0 39.0 45.0 50.0 
First-Class Automation Letter 23.5 17.0 15.0 16.0 
(5-Digit PBC) 

RESPONSE: 

Confirmed, under the assumption (which happily turned out to be wrong but was the 

most realistic at the time) that the Postal Service would make little or no progress in automating 

the processing of single piece mail, and under the assumption that increasing cost avoidance for 

workshared mail from several factors including migration to higher levels of presortation would 

continue. Two other simulations presented showed First Class Retail letter mail rising to 34 cents 

through the year 2000, the best wage rate scenario and the best automation scmario. 
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MOAA/ABA&NAPM-T-l-6 
cost coverage ratios shown below: 

Please confirm that above rates were premised upon the 

First-class Retail 
First-class Automation 

1996 - 
Bssed 

on U.S.P.S. 
R i w  lpeam 21M4 

1.482 1.703 1.816 1.850 
3.1 11 2.464 2.011 1.969 

RESPONSE: 

Not confirmed. The question presumes that I inputted cost coverages from which rates 

were then inferred, which &characterizes my testimony and the analytical work underlying it. 

It is correct that the cost coverage ratios above correspond in one run of the model to the rates for 

that run that you list in interrogatory 5 above. 

I 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO MOAA INTERROGATOWES 

MOAAIABA&NAPM-T-l-'I 
mail as a subclass, and basing its rates upon its actual costs and the application of the pricing 
factors which you deemed to be likely, resulted, under your simulation, in First-class 
Automation rates that were only one-thiid of 

Please confirm that treating First-class Automation Lett= 

level of First-class Retail rates as of 2001. 

RESPONSE: 

Please see my answer to interrogatory 5, above. 

I 

.- 
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MOANABAdrN APM-T-1-8 
accepted the Postal Service’s proposed classification reform of First-class mail rates for 
automation First-class mail would be considerably lower than either existing or USPS proposed 
rates for that type ofmail. 

Please confirm that had the Postal Rate Commission 

RESPONSE 

This question is really beyond the scope of my testimony in MC95-1 and remains so. 

Some of my simulations in that testimony showed an illustrative rate for a First Class 5 digit 

preharcuded letter of 24 cents in the year 2000, close to the current actual rate of 24.3 cents, and 

not “considerably lower” as your question assex&.. However, I did not study in any detail the 

‘broposed classification reform .. .. for automation First Class mail”, as I was representing at the 

time GCA and single piece mailers. 
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MOAAIABA&NAPM-T-l-9 Please c o n h  that you testified in that proceeding that 
*'the proposed automation subclass for First-class letter mail will not have any ECSI value as 
that criterion has been applied by the Commission. . ." (Tr. 26/12021). 

RESPONSE: 

Confirmed, with the caveat that my own view was at that time and remains today that the 

most important First Class letter mail that households receive periodically month to month today 

is bills, bank statement and the like, which in my view have very high ECSI informational value. 
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MOMABA&NAF’M-T-1-11 
that “the growing disparate trends between cost coverages for single piece versus 
workshared mail in the allocation of institutional costs, workshared mail is being singled 
out in an arbitrary and almost punitive way.” (at 60). 

In your testimony in this proceeding you contend 

a. Please confum that class or subclass treatment has its fundamental 
purpose permitting the costs of the class or subclass to be allocated on the basis of 
the Postal Service’s costing systems and the pricing factors of the Act to be 
applied to that class or subclass. 

b. Please provide any reference in the Commission’s decisions that support 
the proposition that the application of the pricing factors of the Act to arrive at 
proper cost coverages is appropriate at anything other than the class or subclass 
level. 

c. 
you are comparing what you label as cost coverages for “FCM single piece” and 
“FCM pres0rt:’which are not subclasses, to “Standard A Mail” and “Standard A 
Mail Commercial“ even though by doing so you are combining four Standard 
Mail A subclasses. 

d. 
and regular are to be determined by a mathematical statutory scheme and not by 
the Commission’s independent evaluation of the pricing factors of the Act. 

Please confirm that in your table fourteen on page 62 of your testimony 

Please confirm that the cost coverages for Standard Mail A nonprofit ECR 

RESPONSE: 

a. and b. This is an issue which is a matter for legal briefs, but I will add what I can. In 

its R87-1, m, the Commission stated at para. 5144 that while workshared mail is not 

formally a subclass, “[wle point out that the Commission has consistently treated presort 

as a subclass for costing and pricing purposes. .”. It also noted at para. 5 15 1 that 

First Class workshared mail bas at least partial benefits from the application of section 

3622 (b) criteria. while noting that “we are not led to ruUy apply section 3622(b) factors”. 

I do believe that the Commission in the past has consistently considcnd fairness at the 

rate category level; and disparate cost coverages, particularly in the extreme, affect 

fairness. See, for example. in addition to the above cites MC95-1, n&Bn, para. 5046. 

. 
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Thus, I do not confirm patt a. of your interrogatory. I also note that the issue of subclass 

status for First Class worksharing mailers, as distinct h m  First Class single piece 

mailers, which you raise again here implicitly and explicitly throughout much of your 

questioning about my testimony in MC9S-1, is rendered entirely obsolete by the proposal 

made in Section W. of my testimony. The present feasibility of the “P” rate reflects 

improved RCR read rates, continued expansion in national coverage by presort bureaus 

and other MLOCR qualified institutions, and a desire by presort mailers to enter the 

business of p n b m d i n g  and presorting single piece mail. If the ‘Y rate mail processing 

system ramps up over the next decade, it bcems quite possible that very little of the First 

Class letter mail stream will be entered into the USPS as non-prebarwded, non-presorted 

single piece mail. 

c. I am not precluded by any postal statute from presenting my own 

independent analysis of what is the most glaring and inequitable mia-allocation of costs 

in the entire postal systcm, the a l l d o n  of institutional delivery ma8 between Standard 

A Commercial and Fint Class Mail, rubclrsa dofinitions notWiths(anding. With that 

caveat I confirm c. 

.- 
I 
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d. 

commercial subclasses. and that my arguments surrounding the n e 4  for changes in 

relative cost coverage between Standard A and First Class do not relate to the non-profit 

subclasses. 

Confirmed. However, please note that my proposals affect only the Standard A 
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MOAAlABA&NAPM-T-l-l’Z 

provide the cost coverage for fhe First Class mail subclass of ‘Zetters and Sealed Parcels” that 

would result &om your proposed adjustments. 

With reference to page 63 of your testimony, please 

RESPONSE: 

The cost coverage from my proposals is contained in the table below by subclass. 

Referencing your interrogatory 11. c., I have also provided recent history by subclass, which is in 

part the context underlying my proposed changes. As with the presentation in Table Twelve in 

my testimony, the presentation by strict subclass does not alter my perspective on recent history 

or the rationale for my proposed changes in cost coverage in the least. My proposals simply 

begin to establish some modicum of quity and fairness between the lettm subclass in First 

Class and the commercial subclasses in Standard A, beginning to reverse the discrimination and 

unfairness that is evident in the cost coverage dynamics between those subclasses during the 

1990s. The table is the following: 
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RESPONSE to MOAA/ABA&NAPM-T-l-IZ (Continued) 

1994 
1995 
1996 
1997 
1998 
1999 

Y2Wl USPS 
n 2 0 0 1  

VaBAMAPM 

1994 
1995 
1996 
1997 
1998 
1999 

Y200l USPS 
TYZWl 

ABANAPM 

Compared to Avcrap Compared to Average 

AU Mail & First-class Letters Subclass Standard A Commercial Subclasses 
Special Single-Piece Prcson 
Service Total Rate Rates Total Regular. ECR" 

155% I .07 0.97 I .40 1.02 0.85 1.40 
163% 1.06 0.93 1.51 1.03 0.86 1.40 
164% 1.07 0.91 1.60 1.03 0.88 1.40 
181% 1.13 I .01 1.52 1 .oo 0.85 1.34 
179% 1.16 1.04 1.54 0.96 0.79 1.38 
168% 1.17 1.04 1.54 0.93 0.81 1.23 
168% 1.17 1.02 1.57 0.91 0.79 1.24 

169% 1.15 1.01 1.51 0.96 0.84 1.27 

cost coverage 

First-class LcmrS SUbclW Standard A Commercial Subclasses All Mail & 
Special Sic-Piece Rmoa 
Service Total Ratc Rnm Total Regula? ECR" 

155% 166% 150.h 216% 158% 131% 217% 
163% 173% 151% 247% 167% 140% 227% 
164% 175% 1 So?? 262% 169% 144% 230% 
181% 205% 182% 275% 1Wh 154% 242% 
179% 20% 186% 276% 171% 142Oh 248% 
168% 197% 175% 259% 156% 136% 207% 
168% 197% i n %  264% 153% 133% 2Wh 

16% 194% 170% 255% 161% 142% 214% 

** 1994 and 1995 are preclassification reform, ECR. 
1994 and 1995 are pre-cla~sification r e f a  bulk rate re.gular. 
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MOAA/ABA&NAF'M-T-1-13 
initiated in 1996. 

Please confirm that the Standard Mail A ECR subclass was 

RESPONSE: 

confirmed. 
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MOAA/ABA&NAPM-T-I-14 
purporting to show various results for Standard Mail A ECR for the years 1994 and 1995. 

Please explain why you have presented Table Twelve 

RESPONSE: 

There was ECR mail in the old third class before classification reform. It is possible to 

estimate cost coverages for this mailstream pre-reform, and it is the only meaningful way to get 

the time series of data I wanted to examine. Classification change is only one change that 

happened over the period covered. Thert have also been numerous methodological changes to 

the CRA p n  and post reform, technological and other changes. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO MOAA INTERROGATORIES 

MOAAIABA&NAPM-T-l-lS 
A ECR subclass has exccedcd the cost coverage for the FirstClass Letten and Sealed Parcels 
subclass in every year since the initiation of the ECR subclass. 

Please confirm that the cost coverage for the Standard Mail 

RESPONSE: 

This is evident from the table in my response to your interrogatory 12 above, but it is also 

evident that the cost coverage for ECR has gone down fiom 230% to 207% since initiation of the 

ECR subclass while over the same time period the cost coverage for the First Class letters 

subclass has increased from 175% to 197%. Given these trends. it will not be long before the 

cost coverage for the First Class letters subclass CXG& that for the S t a n d d  A ECR subclass, 

unless the Commission takes decisive action such as my proposed changes in discounts and extra 

ounce rata  for First Class letten. Further, I continue to dispute that your question providcs the 

most economically meaningful comparison. The most economically meaninghl comparison is 

between the cost coverage for First Class workshared rnail(”presort rates” in the table) and the 

Standard A commercial subclasses, individually and combined. This w e a l s  that the cost 

coverage is far higher for First Class workshared mail than for either Standard A subclass, 

Regular or ECR, and it would still remain substantially higher under my proposals. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO PostCom INTERROGATORIES 

PostCodABA & NAPM-TI-1. Do you believe that the “Postal Service’s . . . identical-piece- 
but-for presorting. . . “ (ABA & NAPM-TI-I, 18 line 21) standard overstated or understated 
work sharing discounts? Please explain the basis for your answer. 

RESPONSE 

The “standard” you reference does not overstate or understate discounts, but rather cost 

avoidance or cost difference, which is one but only one input into the decision to set a discount.. 

I assume cost avoidance is what you meant. See my testimony at page 19, lines 3-7. See also, 

e.g., ABA-RT-I in R94-1, and MC-95-1, lXRD, Section W.D., esp. para. 4223. 
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RESPONSE OF ABA&NAPM WTNESS CLIFTON TO PostCom INTERROGATORIES 

PostComlABA & NAPM-T1-2. Please provide a citation to the quotation &om the . .  in R90-1 cited at lines 21 - 23 of page 19 of your testimony. 

RESPONSE: 

Throughout this paragraph, the quotations are from MC-95-1 at para. 4302, as indicated 

on line 16 at the start of the paragraph, including the lines you cite and also lines 19-20 and 25- 

26. In lines 20-23, I am quoting what the PRC said in MC95-1 about its -0-1 O&RD. 
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RESPONSE OF ABA&NAF’M WITNESS CLIFTON TO PostCom INTERROGATORIES 

PostCodABA & NAPM-TI-3. Do you believe that ‘%e lack of capacity for the Service to 
Docket No handle massive surges in nonpresorted mail”, - - .  

R90, V-51, remains an important consideration in evaluating the appropriate discount for 
nonpresorted automation mail. Please explain your answer if it is anything but an unqualified 
“Yes”. 

. .  

RESPONSE: 

In light of my clients’ response to the Postal Service’s proposed cut in the real value of 

discounts in this case, its threat to cut the llpminal value of such discounts in the next rate case 

and beyond, and the diversion of workshared mail to electronic delivery forecasted between 2003 

and 2008 in the GAO report (L.R. 1-179) even in tbe absence of such priceldiscount dis- 

incentives, absolutely yes. 
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_- 

USPS/ABA&NAPM-T1-I. On page i of the Executive Summary of your testimony, you state, 
“My refined USPS methodology has a proportional adjustment factor very close to one, 
indicating a strong correspondence between my CRA cost pool classifications and USPS 
modeled costs by First Class worksharing rate category.” 

In addition to comments made on pages 26 and 27 of your testimony, this comment seems to 
indicate that it is your opinion that a CRA proportional adjustment factor which is very close to, 
or equal to, 1.00 is an indication that a cost model is accurate. Please confirm that, in your 
opinion, accurate cost models would result in CR4 proportional adjustment factors very close to, 
or equal to, 1 .OO. If you do not confirm, please explain why. 

RESPONSE: 

Not confirmed. Please see page 35 of my testimony, lines 6-13, including footnote 22. If 

the cost models are accurate, an assumption on my part, then it follows that a correct 

classification of mail processing cost pools should produce an adjustment factor close to 1. 

However, if the cost models are fundamentally flawed, one could classify cost pools and end up 

with a proportional adjustment of 1, and the hue costs and avoided costs would still be highly 

inaccurate. In sum, a prop0rti0~1 adjustment factor equal to 1 .O is a necessary, but not a 

sufficient condition for concluding the cost models are accurate. 

The proportional adjustment factor that USPS witness Hatfield used in R97-1 was 1.16, 

down h m  USPS witness Smith’s 1.39 from MC95-1. This indicated to me that the USPS had 

done what witness Smith said it would do in MC95-1, namely try to better incorporate into its 

engineering studies of mail flows certain hard to isolate “non-modeled” cost factors. (See Docket 

No. MC94-1, ni%rBp, para. 4283.). In my opinion, in this case, USPS witness Miller abandoned 

the effort to improve the engineering models on this account, and instead made extreme re- 

classifications to what two previous USPS witnesses had concluded wen CRA proportional cost 
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RESPONSE to USPS/ABA&NAPM-TI-I (Continued) 

pools, reducing them without explanation &om 36 to 11. As a result, of course, he moved the 

proportional adjustment factor well below those used by witnesses Smith and Hatfield. However, 

this was not due to any improvement in the models, but to his arbitrary reclassification of 

propoltional cost pools. In fact, his slash and burn tactics of CRA proportional cost pools led to a 

proportional adjustment factor well under one, leading to a situation where it is likely his models 

are including legitimate measures of cost and cost avoidance, which are then excluded from his 

reconciliation with an arbitrarily and drastically re-defined CRA measure of mail processing unit 

costs. 

These tactics appear so contrary to what was understood coming out of MC95-1 would be 

a difficult but do-able effort by the Postal Service to isolate and measure in the models the 7 

areas USPS witness Smith defined as "non-modeled" activities that I would prefer a direct CRA 

measurement for all automation rate categories rather than the use of cost models in the future. 

At least this approach would minimize the kind of capriciousness we have seen with 

modeled costs and CRA reconciliation exhibited in this case by the Postal Service relative to 

MC95-1 and R97-1. 
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RESPONSE to USPS/ABA&NAPM-TI-2 (Continued) 

pools. Possibly, some of these activities being modeled are not the cost pool activities I believe 

(and USPS witnesses Hatfield and Smith believed) are proportional, but one would have to 

assume they are worksharing related proportional as they are in the engineering models 

themselves. Furthermore, I do not see other combinations h m  the MODS and non-MODS cost 

pools that would so add up, unless for example, I were to reclassify as worksharing related 

proportional the “lplatfrm” cost pool I classify as fixed worksharing-related but which witness 

Smith called a non-modeled cost factor in MC95-1 that did in his experl opinion vary with the 

level of worksharing. 

At this point, the situation described above can really only be mitigated in the future by 

abandonment of the modeled cost approach in favor of a direct CRA approach for the remaining 

three categories of First Class workshared mail that are not already directly measured: basic 

automation, 3 digit presort prebarcoded, and 5 digit presort prebarcoded. 
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USPS/ABA&NAPM-T1-3. On page 3. lines 18-20 of your testimony, you assert that the Postal 
Service's First-class Mail rate proposals "can only lead to an acceleration in electronic diversion 
or to a reduction in the private sectofs desire to participate in worksharing." 

(a) Have you conducted any studies, market research, or do you have any qualitative 
evidence, which indicates that First-class Mail presort or p r e b d e d  mail would 
migrate to electronic alternatives if Firsr-Class Mail worksharing discounts were 
maintained at their current levels, as proposed by the Postal Service in this 
docket? If so, please provide the results and all underlying data and 
documentation pertainiig to such studies and market research. 

If not, please explain in full the basis for your assertion? (b) 

RESPONSE: 

(a) and (b) No studies were conducted since it is beyond the scope of my testimony. 

LR-1-179 was examined insofar as the diversion ofFirst Class workshared mail is concerned. As 

I understand the assumptions of that study, the diversion happens even in the absence of any cut 

in the real value of discounts. The Postal Service's proposed cut in the real value of worksharing 

discounts for First Class letter mail in this case can, therefore, only accelerate the trend noted in 

LR-1-179. 
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RESPONSE OF ABA&NAPM WITNESS CLIFTON TO USPS INTERROGATORIES 

USPS/ABA&NAPM-T1-4. In this docket, the Postal Service has proposed a fist-ounce rate of 
34 cents for First-class single piece letters. This represents a 3.03% increase h m  the current 33 
cent rate. On page 3 of your testimony, at lines 25-26, you state that you propose "modest 
increases in worksharing discounts." The rate proposals you present are as follows: 

Rate 

Auto Basic 
Auto 3-Digit 
Auto 5-Digit 

Cateporv 
Current Proposed 
Rate Rate 
27.0 cents 27.4 cents 1.48% 
26.1 cents 26.2 cents 0.38% 
24.3 cents 24.5 cents 0.82% 

Please explain why the percent increases for these worksharing rate categories should be 
half (and often much less than half) of the Postal Service's proposed first-ounce rate 
increase for First-class Mail single-piece letters. 

RESPONSE: 

Please refer to ABA&NAPM-T-I, Direct Testimony, pages 24-35 on cost avoidance 

(demonstrating that the workshare rate categoly rates resulting from my proposed discounts are 

fully supported by cost avoidance) and pages 58-62 on cost coverage inequities. 
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USPS/ABA&NAPM-Tl-'I. On page 18 lines 18-19 ofyour testimony, you state that "it is still 
not clear that bulk metered mail is an actual, real world mail stream. . . ." 

(a) Please list all postal facilities at which you have observed any metered letters 
andlor Bulk Metered Mail (BMM) letters operations at postal facilities? Please 
provide the date and approximate time of day during which you made these 
observations. Please indicate the specific mail processing operations (including 
MODS operations numbers) observed. In addition, please provide copies of any 
notes you may have taken during or in relation to these observations. 

Have you made any attempt to collect data in order to determine whether 
BMM letters do, or do not, exist? If so, please provide all data and state what 
conclusion you have reached. 

(b) 

RESPONSE: 

(a) I have observed several facilities which have one or more mail boxes labeled 

meter mail only, notably the Shady Grove Station in suburban Maryland and the facility in 

Merrifield in Northern Virginia. I have seen single piece metered mail e n t d  into these boxes, 

and banded metered letter mail entered into these boxes. The boxes will not fit trays. On 

occasion, I have asked USPS employees taking mail &om those boxes during hourly collections 

when I happened to be there whether any businesses submit larger volumes of First Class 

metered letter mail in trays. Nobody has replied that they ever have seen such mail. They 

respond, generally, that such businesses dump several bands into the mail boxes rather than 

carrying trays into the window service as it is easier and the hours are more flexible. 

(b) No. I relied on the interrogatory pmcess in arriving at this conclusion. See, for 

example, the references cited in footnote 14 on page 20 of my testimony. 
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USPS/ABA&NAPM-Tl-9. 

Please confirm that in Table 2 on page 25 of your testimony, you classify the 
Docket No. R97-1 cost pools as either "worksharing related proportional" or 
"worksharing related fixed." 

Please confirm that in his Docket No. R97-1 testimony (USPS-T-25, page 10, 
lines 17-20), witness Hatfield stated, "The proportional component represents the 
mail processing costs that arc related to worksharing activities and the fixed 
component represents the costs that are not related to worksharing activities." 

Please confm that, by witness Hatfield's definition, "fixed" cost pools are Mt 
worksharing related. 

Please explain why your Table 2 classifies the "fixed" (witness Hatfield's 
terminology for non-worksharing related costs) Docket No. R97-1 cost pools as 
"worksharing related fixed," rather than "non-worksharing related fixed." 

RESPONSE: 

(a) and (b) Confirmed. 

(c) Not Confirmed. Witness Hatfield's method for measuring mail processing unit 

costs and cost avoidance includes his proportional and fixed costs. See his Exhibit USPS-254 

page 1. That is his procedure, contrary to the statements in his testimony that you cite treats fixed 

costs as worksharing related for the purpose of measuring mail processing unit costs and cost 

avoidance. My guess is witness Hatfield meant 'hon-presort related" not %on-worksharing 

related'' when he made such a reference in his text, for his procedure certainly treats such costs as 

worksharing related. In this Docket USPS witness Miller has at times made similar mis- 

statements, to the effect that a cost pool cannot be worksharing related if it docs not vary by level 

of presortation. As I understand it, the term "worksharing" includes prebarcoding or presorting 

along with allied activities for First Class letter mail. Rebarcoding avoids costs for the Postal 
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Service, not just the level of presorting. 

(d) Please see my answer to c. above. 
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USPS/ABA&NAPM-TI-ll. At line 5 on page 22 your testimony, you state that you use single- 
piece metered letters (rather than Bh4M letters) as the worksharing benchmark. Assume 1,000 
metered letters migrate to the automation basic rate category. As a subset of the single-piece 
mail stream, an average of 10.74 metered letters would have been returned or forwarded bee Tr. 
21/8907) before that migration. After migration, an average of 12.10 letters would have been 
returned or forwarded. (seeTr. 21/8907). Please explain how there could have been any 
worksharing related savings associated with reduced return and forwarding costs, given that the 
average number of returned and forwarded letters would have increased after the migration. 

. 
RESPONSE: 

This question is beyond the scope of my testimony as I did not consider UAA phenomena 

in my calculation of cost avoidance. Nor, as a result, did I examine the outside contractor study 

done on UAA for USPS, which I assume is the source of the data you cite. I do, however, 

question the assumption inherent in this question, which assumption is that BMM has the same 

percentage of UAA mail as does all of single piece. To the extent that it is generated 

predominantly from non-households, BMM might well have a different UAA percentage than all 

of single piece mail. 
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USPS/ABA&NAPM-TI-I+ According to your testimony, all current single-piece mail types 
(e.g.. CRM, machine printedtyped, and handwritten) would qualify for a "P" rate. Please 
confirm that your proposed '!P" rate would apply to all First-Class single-piece mail types. If not 
confirmed, please state which mail types would qualify and which would not qualify for your 
proposed "P" rate. 

RESPONSE: 

Confumed 
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USPS/ABA&NAPM-Tl-ld Have you attempted to forecast the volume of First-class singlc- 
piece mail that would migrate from Postal Service facilities to "P" rate mail entered a! presort 
bureaus/MLoCR-qualified mailers? If so, please provide those forecasts separately for the test 
year and for any other fiture periods. Please provide all documentation underlying any such 
forecasts. If you have not attempted to conduct any such forecast, please explain why not. 

RESPONSE: 

No. Please see page 41 line 30 -page 42 line 4 for an explanation thmugh the test year. I 

did, however, review the volume forecasts associated with past "public automation rate" 

proposals, and concluded in a qualitative sense. that the scope of this proposal would entail 

diverting far more volume than any past proposal in a "full-up" environment. Finally, I did hope 

to use the GAO model forecasts (LR-1-179) to see what the implications of my proposal might 

be for reducing electronic diversion of FCM as a result of my proposal. However, the planning 

scenarios built into that model were too vaguely explained to work with in a rate case context so 

far as I was able to determine. 
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USPS/ABA&NAPM-Tl-19. Your "F"' rate proposal extcnds a 2-cent discount to single-piece 
users. 

(a) 

(b) 

Please explain the cost basis for this 2-cent discount. 

Based on your response to subpart (a), please explain the pricing strategy (e.g., 
passthrough) associated with this discount. 

RESPONSE: 

(a) and (b) The existing discount for a prebarcoded letter with a basic presort is 6 

cents. The cost basis for this discount is provided in Docket No. R97-1, Q&BR. In addition, my 

testimony in this case presents new cost and cost avoidance numbers. Typically, apresort 

bureau must share that 6 cent discount with its customer, but it must cover its costs and earn a 

normal profit. In this case it must also make costly new investments and would, I believe, based 

on discussions with the Executive Director of the NAF'M, need 4.6 of my proposed 6.6 cent basic 

automation discount to make the proposal viable initially. 
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USPS/ABA&NAPM-T1-22. Please, refer to page 37 of your testimony. At lines 7-8, you 
indicate that "[tlhe "F"' stamp could be purchased in sheets of 10, and multiples thereof, or self- 
stick rolls from the Postal Senice or other vendors of stamps." 

(a) 

@) 

Please identify all "other vendors" to which you are refening. 

Could T" stamps also be purchased through USPS stamp vending machines? If 
not, why not? 

RESPONSE: 

(a) The "other vendors" are, perhaps more accurately, mvendors--i.e., businesses that 

buy postage stamps and resell them. In the Washington, D.C. area, major grocery stores sell 

stamps they purchased h m  the USPS usually for what they paid for them as a convenience to 

their customers. We assume these sorts of businesses could and would sell "P" Stamps. We also 

assume that universities and other businesses and institutions that have "P" Stamp mail collection 

boxes might wish to purchase "P" Stamps from the USPS and resell them to ck tomm and 

patrons to encourage use of their "P" Stamped mail collection boxes. 

@) Yes, "P" Stamps could be purchased through USPS stynp vending machines if 

the USPS chose to offer them. 
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USPS/ABA&NAPM-TI-24. 

(a) Please provide a copy of all analyses, studies, records, or other communications, 
etc., pertaining to the conclusion at page 39 of your testimony that "university 
mail processing systems that are now in place 
. . . could easily be adapted to processing outgoing student mail." 

Please provide a copy of all analyses, studies, m r d s ,  or other communications, 
etc., which support the assumption university mail processing systems that are 
now in place would be adapted to processing outgoing student mail. 

@) 

RESPONSE: 

(a) There are no analysis, studies, or records pertaining to the conclusions at page 39 

of Witness Clifton's testimony. The only communications pertaining to that testimony were 

conversations with the Executive Director of the NAPM which reflect his fifteen years of 

experience with nonprofit mailers as an officer and director of the Alliance of Nonprofit Mailm. 

There are no transcripts of those conversations. 

(b) There arc no analyses, studies, or records that support the assumption university 

mail processing systems that are now in place would be adapted to processing outgoing student 

mail. The only communications pertaining to that testimony were conversations with the 

Executive Director of the NAPM which reflect his fifteen years of expe-riencc with nonprofit 

mailers as an officer and director of the Alliance of Nonprofit Mailers. There are no hanscsipts 

of those conversations. A simple review of the publicly available USPS lists of CASS certified 

MLOCRs reveals that a number of CASS certified W C R s  are already owned by universities. 

These machines could process outgoing student mail as well as the univmity's own mail. 

Moreover, with a large pool of part-time labor available to them, universities have an existing 
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RESPONSE to USPS/ABA&NAPM-T1-24 ( C O D ~ ~ I I I I ~ )  

market in the studmts. faculty, and staff to achieve a critical mass of outgoing mail and the 

manpowa need to pick "P" Stamp mail from not only the campus but the community 

surrounding the campus as well. Thus, universities and colleges that do not now have an 

MLOCR, because they cannot costjustiQ an MLOCR to process either outgoing or incoming 

mail or both, may find that the additional revenue they could earn h m  processing "P" Stamp 

mail will make it feasible to own and opmte an MLOCR. 
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USPSIABA&NAPM-TI-25. Please confirm that your proposed “ P  rate would apply to First- 
Class single-piece mail at all weight steps. 

RESPONSE: 

Not confirmed. As stated on page 36, line 5,  of my testimony, the proposed “ P  rate of 32 

cents is “for the first ounce”. Undn the proposal, letter mail in excess of one ounce up to the 3 

ounce limit would be accepted, and my proposed rates for the second and third ounce of 

workshared letter mail are presented in Section VIII. of my testimony. 
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USPS/ABA&NAPM-Tl-26. In this docket, a number of other parties have made First-class 
Mail single-piece discount proposals. For example, the OCA has proposed a rate for Counesy 
Envelope Mail, Pitney Bowes has proposed a discount for traditionally metered mail and mail 
metered with Information Based Indicia (IBI), and E-Stamp and Stamps.com have proposed IBI 
discounts. 

(a) Is your “P” rate proposal intended as a replacement for these other single-piece 
discount proposals? Please explain. 

(b) How do you see your “P” rate proposal relating to these other proposals; that is, does 
the “Pra t e  supplement these other discounts? Please explain. 

RESPONSE: 

(a) The “P” rate idea pre-dates any of the above discount proposals you mention and 
d 

was not conceived as a replacement for those other single piece discount proposals. 
- 

(b) Of the four intervenors’ proposals you mention, at this time I can only answer that 

the proposed “P” rate would be a substitute, not supplement, for the OCA’S CEM proposal, 

which I am familiar with from past proceedings. At the time I prepared and filed my “P” rate 

proposal, I was not aware of the other intervenor proposals you mention. The “P“ rate would be 

available as a meter imprint as well as a stamp. Whether the “P” rate were a substitute for or 

supplement to Pitney Bowes’ proposal would depend on the benchmark chosen. The “P” rate 

could certainly be available for electronic application, but I am not familiar enough with the E 

Stamp and Stamps.com proposals to answer the question beyond that. However, I can state that 

the spirit of the ‘P“ rate idea is to bring the benefits of automation and worksharing generally 

directly to as broad a segment of the general public as possible and to conform the discounts 

associated with that to the existing structure. The other single piece discount proposals do not 

http://Stamps.com
http://Stamps.com
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RESPONSE TO USPS/ABA&NAF'M-Tl-26 (Continued) 

(c) accomplish that goal and would apply to a narrower, and in some cases, much 

narrower segment of the single piece aggregate. 
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USPS/ABA&NAPM-Tl-27. The TYAR First-class Mail single-piece volume forecast in this 
docket is 52.9 billion pieces. Please confirm that, if half of these 52.9 billion pieces were to 
converl to the "'P rate, the revenue reduction would be 5529 million. If you arc unable to 
confirm, please explain. 

RESPONSE: 

Not confirmed. Your calculation does not include the impact of the proposed rate on test 

year volumes, and it ignores many other collateral effects associated with elasticities and cross 

elasticities, including the possibility that the " P  rate might affect the own price elasticity of 

single piece mail. As stated in my testimony, there are no test year implications for the proposal 

as it would take at least that long to begin the process of investments in collection boxes that 

would need to take place before the volumes of "P" rate mail began to ramp up. Finally, under 

your hypothetical, while there might be some loss in test year revenues, (generically the 

difference between revenue from added volume and revenue lost on existing volume from the 32 

- 

cent rate) there would very likely be an increase in the test year net surplus, because the cost 

avoidance of the automated basic, 3 digit and 5 digit prebarcoded rate categories at which "P" 

rate mail would be delivered to the Postal Service would lower USPS costs by more than any 

revenue loss. 
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USPSJAB A&NAPM-TI-28. 

(a) on page 55 of your testimony, you assen that ". . . in the 1-2 ounce range, the cost 
of pieces in excess of the first full ounce is S132,843,601." Please describe how 
this number was calculated, or provide an appropriate citation to your testimony 
or workpaper. 

On page 55  of your testimony, you assen that "Over the f i l l 1  extra oun.ce range, 2 
to 1 1 +  ounces, the average cost of presort mail pieces in excess of the first full 
ounce is 10.4 cents. . ." Please describe how this numb& was calculated, or 
provide an appropriate citation to your testimony or workpaper. 

(b) 

RESPONSE: 

(a) From Table 2, LR-1-91 revised 

Volume for 0-1 ounce range (B6) = 1,691,261,970.73122 

Total Cost for 0-1 ounce range (B23) = $4,544,533,830.71217 

Full ounce total unit cost for 0-1 ounce range = 4,544,533,830.71217/1,691,261,970.73122*1 

= $0.167941673 

Total cost for 1-2 ounce range (C23) = $337,762,242.138771 

Volume for 1-2 ounce range (C6) = 1,220,177,443.84764 

Cost of pieces in excess of full ounce = 337,762,242.138771 - 0.167941673*1,220,177,443.84764 

= S132,843,601 

(b) Following the same procedure as in part (a) and applying it to the other weight 

incremental ranges in Table 2, LR-91-91 revised we obtain: 

Total cost of pieces in excess of the first full ounce cost = 9275,205,641.06347 

Total number of additional ounces purchased (M26) = 2,639,970,578.04238 
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Average cost of presort mail in excess of the first full ounce = 

275.205,641.0634712,639,970,578.04238 = 10.4 cents 
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USPS/ABA&NAPM-T1-29. At a number of places in your testimony, you criticize the First- 
C l w  Mail weight study prepared for this docket as unreliable. For example, Section JX of your 
testimony, at page 46, describes how the extra ounce cost data for First Class Presort Mail Pieces 
is not statistically significant due to too few IOCS tallies. Yet, at the same time, you cite that 
same weight study data in support of your proposal to extend the heavy-weight discount to 
presort pieces weighing between 1-2 ounces (see Section XII at page 56). Please reconcile your 
use of the data in support of your proposal with its purported unreliability. 

RESPONSE: 

This interrogatory mis-characterizes my testimony in several respects. Formally, my 

critique is limited to the First Class letters and all shapes weight study. I do not accept 

witness Daniel’s data, and base my recommendations hh6&n&w on what I believe is 

known with some degree of certainty, namely the figures from Table Eleven on page 54 and 

discussion surrounding it. These figurcs rely on an older study of First Class presort extra ounce 

costs before the IOCS sample sizes were cut, and also note the consistency between those figures 

and those introduced in this case for Standard A Regular. 

Second, on page 56, line 28, I state “If I were to base . . 

Daniel’s study; and again on page 57, line 1, I state “Even if one accepted witness Daniel’s . 
.” my conclusions on witness 

. 

.” . I do not know for certain how the Commission will evaluate Witness Daniel’s First Class 

presort data, whether it will a m  with my view or have a more positive view of it. Thus, I point 

out that m o u e  accepts h a  data, t h m  is more than ample support within that data base to 

justify my proposed extension of the heavy piece discount to the -d ounce. Accordingly, 

these conditional statements do not q u i r e  any nconciliation with my own conclusion that ha 

data base for First Class presort is wholly unreliable. 
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USPS/ABA&NAPM-Tl-30. Please explain how you define “statistically significant”, as used 
on page 46, line 10 of your testimony. Was any hypothesis tested? If so, fully document the 
hypothesis test(s) performed, including a statement of the null hypothesis, the alternative 
hypothesis, the underlying assumptions, the decision d e ,  the test statistic, the results of the test, 
and the power of the test. 

RESPONSE: 

No formal hypothesis testing was done, nor was it necessary to arrive at my conclusion thU the 

sample size taken for presort lettm is statistically insignificant. The section heading on page 46, 

line 10 of my testimony is based on the discussion reported on pages 46-5 1. See WP.3 for an 

explanation of the statistical tests of significance. For example, I find that at a 95% confidence 

level, the required sample size must be at least 1.41 1,000 rather than 1,409 (see page 46, lines 

24-27.) This says that we are 95% confident that the sample size must be that much greater than 

1,409 for the presort extra ounce cost data to be statistically significant as a measure of the true 

cost, were all presort extra ounce pieces actually costed rather than being sampled. 
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USPS/ABA&NMM-TI-31. Please confirm that the IOCS sample size of 1,409 that you refer 
to on page 46, line 27 of your testimony, is actually the number of unweighted tallies where the 
sampled employee was observed handling First-class presort letter mail, and not the number of 
pieces. If not confirmed, please explain fully. 

RESPONSE: 

Not confirmed. The number 1,409 consists of 873 pieces of extra ounce mail and 536 tallies of 

employees handling multiple pieces of mail. For First Class presorted mail entering the system, 

the top piece rule does not make much sense for such tallies as First Class presort mail exhibits 

far greater heterogeneity weight wise as entered than, for example, a mass advertising mailing in 

Standard A.. Bank statements arriving prebarcoded and presorted in trays will typically have 

some less than one ounce pieces for people who write few checks, to three ounce pieces for 

people who write a lot of checks. The First Class presort trays that come in at a mail facility will 

typically not be of uniform weight, and that will be even truer at further levels of processing. All 

we can say is that if the first piece in such a tray is a one to two ounce letter, we can confirm that 

that tally means at least one such piece is in that tray, and that is the assumption I used in arriving 

at my 1,409 total. How many more than one piece is purely speculative in the case of First 

Class presort trays. However, even if such tallies were of trays of uniform weight, the statistical 

sample for presort would still be highly inadequate. For example, if all extra ounce presort letters 

subject to multiple piece handling definitions were in the one to two ounce range, at 250 per tray, 

with only the top piece sampled, 536 such tallies would yield 134,000 pieces, well under the 

1.41 1,000 pieces required for a statistically significant pnsort sample of extra ounce costs. 
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USPS/ABA&NAPM-T1-32. Please provide formulas and show the derivation of the 1,411,000 
IOCS samples referred to on page 46, line 26 of your testimony. If the derivation of this number 
relied on variance estimates or coefficients of variation (CV), provide the formula used to 
calculate the CV or variance and show actual calculations, or if the CV was obtained h m  the 
record of this proceeding, provide explicit citations. Confirm that the implications of requiring a 
95% confidence level for a half-cent m o r  level would necessitate an IOCS sample 
approximately one thousand times (1,411,000 +1,409=1,001) as large as the c w t  I N S  
sample size. If not confirmed, explain hlly. If the Postal Service spends approximately 
$13,000,000 for current IOCS data collection, how much do you estimate it would cost to 
provide data with this level of precision? 

RESPONSE: 

Please refer to Workpaper 3 MS Word document and the accompanying Workpapa 3 Excel file 

for a detailed discussion of the formula and the procedure employed, as well as the calculations. 

I confirm that your number 1,001 is correct, which is why ABA & NAPM raised the issue of 

doing an engineering study instead of IOCS tallies in an interrogatory directed to witness Daniel 

I am unable to provide an estimate of the cost of collecting the sample data, but since the data is 

meaningless and since USPS cannot afford to expand the IOCS system by a magnitude of 1,001, 

the idea of an engineering study with public observers h m  the Commission to assure accuracy 

makes sense. 
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USPS/ABA&NAPM-Tl-33 Please provide formulas and show the derivation of the 994,000 
IOCS samples referred to on page 46, line 28 of your testimony. If the derivation of this number 
relied on variance estimates or coefficients of variation (CV), provide the formula used to 
calculate the CV or variance and show actual calculations, or if the CV was obtained ftom the 
record of this proceeding, provide explicit citations. Please confirm that the implications of 
requiring a 90% confidence level for a half-cent error level would necessitate an IOCS sample 
over 700 times as large as the current IOCS sample size. If not confirmed, please explain fully. 
If the Postal Service spends approximately S13,000,000 for current IOCS data collection, how 
much do you estimate it would cost to provide data with this level of precision? 

RESPONSE: 

Please see my response to USPS/ABA&NAPM-Tl-32. I can confirm that your number 700 is 

correct. 
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USPS/ABA&NAPM-TI-34. Please provide formulas and show the derivation of the 353,000 
tallies referred to on page 47, line 1 of your testimony. If the derivation of this number relied on 
variance estimates or coefficients of variation (CV), provide the formula used to calculate the CV 
or variance and show actual calculations, or if the CV was obtained from the record of this 
proceeding, provide explicit citations. P l w e  confirm that the implications of requiring a 95% 
confidence level for a one cent error level would necessitate an IOCS sample approximately 250 
times as large as the current IOCS sample size. If not confirmed, please explain fully. If the 
Postal Service spends approximately $13,000,000 for current IOCS data collection, how much do 
you estimate it would cost to provide data with this level of precision? 

. RESPONSE: 

Please see my response to USPS/ABA&NAF'M-T1-32. I can confirm that your number 250 is 

correct. 
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USPS/ABA&NAPM-T1-35. Please provide formulas and show the derivation of the 248,000 
tallies referred to on page 47, line 2 of your testimony. If the derivation of this number relied on 
variance estimates or coefficients of variation (CV), provide the formula used to calculate the CV 
or variance and show actual calculations, or if the CV was obtained fiom the record of this 
proceeding, provide explicit citations. Please confirm that the implications of requiring a 90% 
confidence level for a one cent mor level would necessitate an IOCS sample approximately 176 
times as large as the current IOCS sample size. If not confirmed, please explain fully. If the 
Postal Service spends approximately $13,000,000 for current IOCS data collection, how much do 
you estimate it would cost to provide data with this level of precision? 

RESPONSE: 

Please see my response to USPS/ABA&NAPM-Tl-32. I can confirm that your number 176 is 

correct. 
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USPS/ABA&NAPM-Tl-36. Please provide formulas and show the derivation of the 22,406 
tallies referred to on page 47 in footnote 25 of your testimony. If the derivation of this number 
relied on variance estimates or coefficients of variation (CV), provide the formula used to 
calculate the CV or variance and show actual calculations, or if the CV was obtained from the 
record of this proceeding, provide explicit citations. Please confirm that the implications of 
requiring a 95% confidence level for a four cent level of precision would necessitate an IOCS 
sample approximately 15 times as large as the current IOCS sample size. If not confirmed, 
please explain fully. If the Postal Service spends approximately %13,000,000 for current IOCS 
data collection, how much do you estimate it would cost to provide data with this level of 
precision? 

RESPONSE: 

Please see my response to USPS/ABA&NAPM-Tl-32. I can confirm that your number 15 is 

correct. 
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USPS/ABA&NAPM-Tl-37. Please provide formulas and show the derivation of the 15,529 
tallies referred to on page 47 in footnote 25 of your testimony. If the derivation of this number 
relied on variance estimates or coefficients of variation (CV), provide the formula used to 
calculate the CV or variance and show actual calculations, or if the CV was obtained fiom the 
record of this proceeding, provide explicit citations. Please confirm that the implications of 
requiring a 90% confidence level for a four cent level of precision would necessitate an IOCS 
sample approximately 11 times as large as the current IOCS sample size. If not confirmed, 
please explain fully. If the Postal Service spends approximately %13,000,000 for current IOCS 
data collection, how much do you estimate it would cost to provide data with this level of 
precision? 

RESPONSE: 

Please see my response to USPS/ABA&NAF'M-Tl-32. I can confirm that your number 11 is 

correct. 
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USPS/ABA&NAPM-T138. Please provide formulas and show the derivation of the 18,596 
tallies referred to on page 48, line 7 of your testimony. If the derivation of this number relied on 
variance estimates or coefficients of variation (CV), please provide the formula used to calculate 
the CV or variance and show actual calculations, or if the CV was obtained kom the record of 
this proceeding, provide explicit citations. Confirm that the implications of requiring a 95% 
confidence level for a one-half cent error level would necessitate an IOCS sample approximately 
14 times as large as the current IOCS sample size. If not confirmed, explain fully. If the Postal 
Service spends approximately %13,000,000 for current IOCS data collection, how much do you 
estimate it would cost to provide data with this level of precision? 

RES P 0 N S E : 

Please see my response to USPS/ABA&NAPM-TlJZ. I can confirm that your number 14 is 

correct. 

L 
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USPS/ABA&NAPM-Tl-39. Please provide formulas and show the derivation of the 4,276 
tallies referred to on page 48, line 19 of your testimony. If the derivation of this number relied 
on variance estimates or coefficients of variation (CV), provide the formula used to calculate the 
CV or variance and show actual calculations, or if the CV was obtained h m  the record of this 
proceeding, provide explicit citations. Confirm that the implications of requiring a 95% 
confidence level for a one cent error level would necessitate an IOCS sample approximately 3.3 
times as large as the current IOCS sample sue. If not confirmed, please evlain fully. If the 
Postal Service spends approximately 1613,000,000 for current IOCS data collection, how much do 
you estimate it would cost to provide data with this level of precision? 

. RESPONSE: 

Please see my response to USPS/ABA&NAPM-TI-32. I can confirm that your number 3.3 is 

correct. 
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USPS/ABA&NAPM-T140. Consider a hypothetical subclass for which all mail processing is 
&ne by the mailer. In other words, they hand the mail to the carrier as the carria is leaving the 
station to deliva mail. 

a. For this hypothetical subclass, how many IOCS tallies would you expect? Would this 
number of tallies be too few to reliably estimate the mail processing costs associated 
with this subclass? 

b. What decision rule would you apply for detamining whether there were sufficient 
tallies to reliably estimate the mail processing costs for this subclass? 

Suppose that on two out of 850,OOO IOCS readings, employees were observed 
handling this type of mail. How much more thau the $13,000,000 the Postal Service 
currently spends for IOCS data collection should it spend to obtain what you deem a 
reliable estimate of the costs for this hypothetical subclass? 

c. 

RESPONSE: 
x 

a. through c. The issue of IOCS tallies for mail processing would not exist if all the 
work was done by the private sector. They would only pay the Postal Service for delivery costs 

as estimated by witness Daniel plus a mark-up reflecting that subclass’s cost coverage. 

However, in light of the preceding intcnugatorics, let me attempt to be responsive to what I think 
you are asking in this quation. For several rate cases, the Postal Servica has been unresponsive 

to repeated requests by the Commission and intervenors such as ABA and MMA to provide a 

&able and uu&& extra ounce cost study for First Class Mail, and for intervenors for presort 

letters especially. These intervenom feel strongly based on their own direct experience with mail 
processing that the USPS extra ounce rates arc way out of line with costs that can reasonably be 

assigned as weight rclatcd. Until this case, the Postal Service had declined to provide any study, 

raising suspicions even further that this rate in First Class is set almost solely on the basis of 

revenue requirements without any regard to section 3622 @) cost considerations. 

In this case, the Postal Service finally updated its cost infoxmation. Unfortunately, for First Class 

presort letter mail and all shapcs mail, the current study done for this case, while welcomed as a 
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responsive effort fails to meet any reasonable statistical - or common sense -- criterion of being 

“credible”. The cost data for First Class presort letters provided by witness Daniel does not 

make sense. This leads me to believe that for presort letter mail either the sampling was not 

properly conducted, the sample data were not correctly recorded, or inappropriate data were 

recorded for the weight increment. For certain, the sample size was woefully inadequate, and the 

bad results could flow from this fact alone. 

Perhaps the Postal Service knew in advance that the small sample size it is foxed to conduct for 
reasons of budget constraints alluded to in interrogatories 32-39 would lead to bad data results, 

but it felt it had to try in light of the rationale surrounding the Commission’s decision to cut the 

extra ounce rate in W7-I. If this was the reason no updated study had been done prior to this 

case. doing it now based on IOCS tallies was a k g e m e n t  error. Instead, it should have 

conducted an engineering study for First Class presort, and explained up-hnt that the m o n  it 
did so was that the IOCS sample size it could afford to do was grossly inadequate and would 

likely yield very unreliable results, as it in fact did. 

In any event, what we’ve learned &om this case and in light of your stated budgetary constraints, 

is that an engineering study will have to be conducted in place of IOCS tallies, and that in the 

interim, the cost data I presented in FS7-1 on behalf of ABA & NAA for First Class presort and 

the cost data introduced in this case for Standard A regular are the best current proxies we have 

on which to base the extra ounce rate and the heavy piece discount. 
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VP-CW/ABA&NAPM-TI-1. Please refer to your testimony at page 51, where you compare 
Postal Service witness Daniel’s unit cost data (by weight) between First-class Presort and 
Standard A Regular for the range 0-3 ounces, You observe that, in the 0-1 ounce category, the 
costs incurred by Standard A Regular are 2.6 cents greater, and that any value of service 
difference between First-class Mail and Standard A Mail such as premium pay and priority 
delivery factors should have been revealed in this analysis. 

a. Please confirm that, according to witness Daniel’s calculations, Standard A Regular is 
the subclass of Standard A Mail with the highest unit costs for the weight range 0 - 3  
ounces. If you do not confirm, please explain. 

Please confirm that, according to witness Daniel’s calculations, First-class Presort is 
the rate category of First-class Mail with the lowest unit costs for the weight range 
0-3  ounces. If you do not confirm, please explain. 

Please provide a comparison of unit cost data @Y weight) between First-class Presort 
and Standard A ECR for the range 0-3 ounces. Which mail product has lower unit 
costs? If the answer is ECR, please state the reasons for the difference in cost 
incurrence. 

Why in your testimony did you only choose to compare the subclass of Standard A .: 
Mail with the highest identified unit costs to the First-class rate with the lowest 
identified unit costs for the weight range investigated? 

b. 

c. 

d. 

RESPONSE: 

a. Any analysis of Standard A non-profit subclass extra ounce data was entirely beyond 

the scope of my testimony. I can confirm that over the 0-3 ounce range, the unit costs 

for Standard A commercial Regular and higher than for Standard A commercial ECR. 

b. Confirmed. 

c. and d. 

data, and whether you are asking for my own cdculations or a simple regurgitation of 

witness Daniel’s data, which is already on the record. For letters, please see Figure 8 on page 

53 ofmy testimony, and the Attachment herein for the exact numbers. Doing my own cost 

study would be beyond the scope of my testimony. For Certain unit cost comparison 

It is unclear from your question whether you are referring to all shapes or letter 
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purposes with First Class automation rate categories, I have always viewed Standard A 

commercial Regular letter mail as being the best benchmark, especially since reclassification 

This goes beyond the issue of unit costs by weight increment, but includes it. Explaining the 

difference in unit costs between Standard A commercial ECR and First Class preson by light 

weight increment is beyond the scope of my testimony. 
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VP-CW/ABA&NAPM-Tl-l 

Total Unit Cost by Ounce Increment (S) 

All Shape Letters 
Weight Increment 0-1 1-2 2-3 0-1 1-2 2-3 
FC Single Piece 0.202 0.425 0.518 0.196 0.327 0.474 
FC Presort 0,100 0.277 0.343 0.098 0.250 0.383 
Standard A Regular 0.126 0.165 0.181 0.107 0.111 0.146 
Standard A ECR 0.064 0.072 0.065 0.061 0.082 0.100 

Sources: USPS LR-1-91 (revised 3/1/00) and USPS LR-1-92 
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VP-CW/ABA&NAPM-TI-Z. Please refer to your testimony at page 52, where you advise the 
Commission to use the Standard A Regular data presented by witness Daniel to develop the 
First-class extra-ounce rate. 

a. Do’ you make this recommendation because you do not believe the value of service 
differences (between First-class Mail and Standard A Mail) identified by witness 
Daniel, such as premium pay and pnonty delivery factors, exist, or because you do 
not believe they should be acknowledged in the formulation of First-class rates? 

. Please explain fully. 

b. Do you have more confidence in the credibility of witness Daniel’s analysis of 
Standard A Regular than First-class presort? Explain any affirmative answer. 

RESPONSE: 

a. I make my recommendation based on a variety of considerations, not simply the 

Standard A commercial Regular letter extra ounce costs. In particular, see Table 

Eleven, and the discussion of this at page 51, lines 9-15. The resemblance of 

Standard A commercial Regular letter extra ounce marginal costs in this case to the 

data for First Class presort I presented in R97-1 is in the main the credibility I attach 

to the former for use in this case as one basis for setting extra ounce rates and the 

heavy weight discount for First Class presort. For a 0-1 ounce letter, wherein reside 

almost all the IOCS tallies, the unit costs for First Class presort letters are below those 

ofstandard A commercial Regular, 918 cents versus 10.7 cents. At face value, this 

would indicate to me Standard A commercial Regular letters of one ounce or less are 
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receiving more USPS effort, a higher value of service, than are First Class presort 

letters in the same weight range. 

b. Yes, based on the coefficients of determination provided by witness Daniel, 

reproduced in Table Nine on page 49 of my testimony, but with the following caveat. 

Many witnesses have challenged the reliability of witness Daniel’s data for mail other 

than First Class presort, but I have not esamined these, whether for Standard A 

commercial subclasses or other subclasses. 
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VP-CW/ABA&NAPM-Tl-3. Please refer to your testimony at page 58, where you opine that a 

stated goal of the Commission in recent cases has been to keep First-class Mail’s cost coverage 

close to the average for all mail. 

a. Please provide a citation to the Opinion c f  Recommended Decision in Docket No. 
R97-1 where this goal is expressed by the Commission. 

Has the Commission identified in either of the past two omnibus rate cases any 
subclasses which it stated should always have a cost coverage above that of First- 
Class Mail? If so, please provide the citations to the relevant portions of each Opinion 
& Recommended Decision. 

Express Mail once had a cost coverage that was far higher than First-class Mail. Now 
Express Mail contributes very little to institutional Costs. Do you see any long-term 
danger to First-class mailers of harming other competitive postal products so that 
First-class monopoly mail is the only class left making significant contributions to 
institutional costs? Please explain your answer fully. 

Preliminary RPW data (drawn from the same resource which you cite for Table 12) 
for the first two quarters of FY 2000 show that both volume and revenue for 
Automation Presort letters and flats are increasing (compared to SPLY), while 
volume and revenue for Standard A ECR are decreasing. All of the Postal Service’s 
proposed increases to automation letters and flats (except 3-digit flats) are below the 
average proposed increase to ECR (some categories of which face double-digit 
increases under the Postal Service’s proposed rates). Please state whether or not you 
have any reluctance to impose new noncost-based burdens on one subclass that is 
already losing volume and revenue to benefit another rate category with healthy rates 
of growth, and explain fully. 

b. 

c. 

d. 

RESPONSE: 

a. See my response to VP-CW/ABA&NAPM-T1-7.b. In its R97-1 aBrBp, as you quote 

it in that interrogatory, the Commission goes back to its R94-1 w. However, that 

appears to me to make the R90-1 Q&ER the benchmark insofar as explicitly 

stated cost coverage goals for First Class for normal rate cases is concerned. 
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b. First Class Mail is not a subclass, SO I doubt whether the Commission would have 

made such a comparison of subclass(es) to a class, but I am not aware of any such 

statement by the Commission. As indicated above in my response to a. and also later 

7.b., all roads seem to lead back to the cost coverage goals set forth in the 

Commission’s R90-1 QMQ. 

c. If by “other competitive postal products”, you mean Standard A commercial mail, 

and if I understand your question correctly, the answer is that redressing inequitable 

cost coverages between First Class and Standard A commercial is not going to hurt 

First Class mailers insofar as contribution levels are concerned, because Standard A .: 

commercial mail is price inelastic. 

d. I do not agree with the premise of your question that in Section XIII. of my testimony 

I am imposing “noncost-based burdens” on Standard A commercial mail, as is clear 

from the gross misallocation of institutional delivev costs evident from Table 

Fourteen. Second, two quarten of RF’W data is not a basis for inferring what should 

or should not be done about rates in this case, especially since the source of the 

volume trends has not been analyzed and may have nothing to do with rate structures. 

Finally, higher percentage rate increases from an artificially low rate base do not 

close any discriminatory rate and cost coverage gaps with lower percentage rate 

increases for artificially high rate base products. 
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Vp-CW/ABA&NAP~I-T14, Please refer to your testimony at pages 58-59, where you 

compare the annual markup and cost coverage for First-class Presort and Standard A Regular. 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

h. 

I. 

In applying the statutory noncost criteria, do YOU see differences between an 
expedited, prioritized rate category and a ground transportation subclass (ECR) that 
has the lowest service standard among postal products (see Postal Service Request, 
Rule 54(n)) which would support a lower coverage for ECR? 

Are you asserting again in this docket that Standard A Mail is cross-subsidized by 
First-class Mail? Please explain your answer. 

Do you believe the implicit cost coverage for First-class Presort [which is not a 
subclass) should be compared to the expressly set Cost coverage of other (non First- 
Class) postal products exactly as though First-class Presort were a subclass? 

In its Opinion & Recommended Decision in Docket NO. -7-1, the Commission 
stated that i t  “has never compared intrinsic cost coverages of rate cells within 
different subclasses.” (7 5554) 
(i) 
(ii) 

Which subclass has a higher cost coverage under the Postal SMce’s  proposed rates, 
First-class letters and sealed parcels, or Standard A ECR? 

Please define “First-class Presort” and “First-class workshared” as used in your 
testimony, and explain any distinctions you intend between “presort” and 
“workshared.” 

What did you mean when you said that “First-class workshared” is supposed to be 
part of a single First-class letters subclass at page 60 of your testimony? Do you 
mean that there is some manner in which this rate category is not part of the First- 
Class letters and sealed parcels subclass? 

In Table 12, you present three columns ofFint-Class Mail data - Total, Single-Piece, 
and Presort. 
(i) 

(ii) 

In Table 12, does Total under Standard A Mail include data from the Standard A Mail 
single-piece and nonprofit subclasses? 

Do you believe the Commission’s observation was wrong? 
Do you believe the Commission’s policy is wrong? 

Does Total refer to all First-class Mail. or rather all mail in the sealed letters 
and parcels subclass? 
What categories make up Presort as used in y w  testimony? 
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RESPONSE to VP-CW/ABA&NAPM-T14: 

a. it is not clear from the question what your reference point is insofar as "a lower cost 

coverage for ECR' is concerned. Lower than what? My proposals keep the cost 

coverage for ECR within its recent range. If your question means a lower cost 

coverage than for First Class Mail, I do not see that ECR's alleged lower value of 

service warrants a lower cost coverage. In many industries, prices are set so that those 

purchasing the entire bundle of services receive better prices than those purchasing 

only one service. 

b. This is a difficult question because the source of the subsidy, the allocation of unit 

delivery costs, falls outside of the strict definition of cross subsidy based on 

incremental cost calculations as the USPS calculates those. Clearly, far more delivery 

costs could be attributed than is now done under existing procedures. Were that to be 

done in any objective way, the comparison with the current allocation of unit delivery 

costs after allowing for the likelihood that not all Costs could be attributed, would 

reveal that the current structure leads to a cross subsidy of Standard A commercial 

mail delivery costs by First Class Mail. 

c. Please see my answer to MOWABA&NAPM-T1-11 and 12 including the fable 

with an explicit comparison of subclasses. Also see the errata filed on June 23", 

which correct some numbers in testimony text Table Twelve. However one does the 
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comparisons, my conclusions about discrimination or unfairness and my proposed 

remedies remain the same. 

d. At the most fundamental level for an economist, the Postal Rate Commission sets 

individual prices for individual products in individual markets. By its very act of 

setting cost coverages by subclass, it is making implicit comparisons by rate cells 

both across subclasses and within a subclass. The fact that this is done formally at an 

aggregated level rather than being built up rate by individual rate does not mean that 

in practice staff do not ‘2hink” rate category by rate category. To some degree they 

have to, as they inherit from the Commission’s past decisions, a history of rates at the 

most fundamental level, and not regulatory constructs such as subclasses and cost -‘ 
coverages. 

e. The latter. However, this is not and never has been a meaningful comparison from the 

standpoint of economic analysis and what any market analysis would call 

“comparables” for an ann’s length analysis of similar transactions. 

t “First-class Presort” and “First-Class workshared” are synonymous as I use the 

terms. The CRA still refers to prebarcoded mail as presort, and worksharing entails 

either prebarcoding andor presorting dong with necessary support functions insofar 

as First Class mail is concerned. 
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g. No, it is part of the same subclass. However, within the context of the paragraph 

(lines 7-13) on page 60, I am stating that “First-Class workshared“ is singled out in an 

arbitrary and punitive way relative to single piece mlb&a%e . There is no cost 

justification for raising the rates of First Class workshared mail by a full penny as is 

being done for single piece mail, and there is no justification for setting rates within 

this subclass that lower the cost coverage for single piece while increasing it for 

workshared. 

. .  

h. (i) 

cards, flats, IF’Ps, and fees. 

All First-class Mail is the CR4 definition of“Tota1 First Class Mail”, letters, 

(ii) Presort includes CRA definitions ‘Won-Automation Presort”, “Automation .I 

Presort”, and “Automation Carrier-Route Presort”, and consists of letters, flats and 

P P S .  

1. Total Standard A mail in table 12 refers to the CRA definition of “Total Standard 

Mail (A) under current classification, or its counterparts pre-reclassification. It 

includes single piece and non-profit subclasses. 
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VP-CW/ABA&NAPM-Tl-5. Please refer to your testimony at page 61, where you speak of 
First-class Mail paying nearly twice the amount per piece in institutional delivery costs as 
Standard A Commercial mailpieces, while First-class workshared mail pays 2.3 times as much. 

a. You noted on page 5 1  of your testimony that wimess Daniel had referred to the value 
of service differences between First-class Mail and Standard A Mail, reflected in 
such attributable cost factors as premium pay and priority delivery. Do you disagree 
that such value ofservice differences of this sort help explain why First-class should 
make a higher per-piece contribution to institutional delivery costs than lower value 
mailpieces? 

Is it not true that, under Postal Service service standards, delivery of Standard A Mail 
can be and is deferred, while First-class cannot? Should this fact have a bearing on 
the two classes’ respective per-piece contributions to institutional delivery costs? 

b. 

RESPONSE: 

a. Yes, I disagree, especially to the degree that now exists. Once a carrier has the mail i< 

his possession in the automated environment, in which in - office costs have dropped 

dramatically, I see absolutely no difference in the value of service between First 

Class and Standard A mail. 

b. I confirm that it can be deferred but I cannot confirm any frequency with which it is 

deferred. It is my understanding that the windows for scheduling delivery of Standard 

A mail are set well in advance at times that are mutually convenient for the USPS and 

such mailers, and that minimize the chance of defemals. For that reason, I do not think 

value of service differences in this regard actually show up much in actuality. My 

own current carrier views Standard A mail as his bread and butter, his main reason for 

having a job. Furthermore, I think value of service differences should be reflected 

first in attributable cost differences, second in institutional cost differences reflecting 
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differences in attributable costs (i. e. identical mark-ups from different bases), and 

only lastly in different cost coverage ratios. 
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VP-CW’/ABA&NAPM-TI-6. Please refer to your testimony at page 62, Table 14, where you 
present a difference between “Allocated” institutional delivery costs and “Fully Allocated” 
institutional delivery costs. Do you propose that the Commission recommend rates based upon 
your “Full Allocation” of institutional delivery costs? If so, where do YOU discuss this in your 
testimony? Ifnot, why did you include i t  in your testimony? 

RESPONSE: 

All of the proposals in my testimony are cost justified, and I can support them without any 

reference to Table 14 or the Section XIII. discussion surrounding it. However, my proposals are 

not revenue neutral on the Postal Service’s terms of definition, and must be funded. The issues of 

equity, discrimination and unfairness in rate setting and cost coverage exposure as between First 

Class Mail and Standard A commercial mail which I raise in Section XII. of my testimony are 

the reasons I believe that Standard A mail should have higher cost coverages than at present. 

These higher cost coverages would offset any and all proposals I make, and would fall well 

within the range of recent cost coverages for such mail. The proposals would begin to address 

the full allocation of institutional delivery costs discussed in Section XIII, but they would not 

come close to fully offsetting the inequities apparent from Table Fourteen. I am not proposing a 

“Chown metric” of separate cost coverages by postal service, but proposing to address the issue 

she raised, which the Commission understands and acknowledged in its f&RR in R97-1, by 

reducing the overall cost coverage for First Class Mail and increasing it for Standard A 

commercial regular mail. 
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VP-CWIABA&NAPM-T1-7. Please refer to your testimony at page 63, where you set out an 
additional uniform 0.645 cent increase in rateddecrease in discounts for each rate category of 
Standard A Regular and ECR (although you state that this is not a formal rate recommendation). 

a. Please confirm that the TYAR markup index for the First-class letters and sealed 
parcels subclass is 1.1 7, while the TYAR markup index for Standard A Commercial 
is 0.91 (Exhibit USPS-32B, page 1, as revised 4/21/00). If you do not confirm, please 
provide the correct figures and the supporting calculations. 

In its Opinion & RecomntendedDecision in Docket NO. R97-1, the Commission 
stated: 

b. 

The Commission likewise rejects interveners’ arguments that First- 
Class pays a disproportionate share of institutional cost compared to 
Standard A. In R94-1, the Commission recommended rates which 
produced a markup index of 1.3 I1  for First-class letters and 0.897 
for Standard A commercial mail @nor to reclassification). PRC Op. 
R94-1, para. 5287. The recommended rates in the instant 
proceeding produce a slightly reduced markup index of 1.308 for 
First-class letters and an increased markup index of 0.949 for the 
combined ECR and Regular subclasses, which narrows the gap 
between the classes’ respective cost coverages. [Para. 55551 

Please confirm that the Postal Service’s proposed rates in this docket would result in a 
more aggressive narrowing of the “gap” between the markups for First-class letters 
and Standard A Commercial than resulted fiom the rates recommended in Docket No. 
R97-1. If you do not confirm, please explain your answer. 

RESPONSE: 

a. Confirmed. 

b. In my opinion, the R97-1 Q&RQ paragraph which you refer to above reflects a 

somewhat inconsistent rationale for the decision rendered in that case insofar as it 

references the R94-1 decision. In particular it takes the R94-1 decision out of context. 

The context, found at para. 4022 in its R94-1 a, is that the Commission stated 
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“If this were a more typical rate case, the Commission would be inclined to select its 

pricing targets primarily for consistency with the inter-subclass relationships 

recommended in Docket No. R90-1 ....” In its R97-1 U, the Commission does 

not explain why it is not referencing those R90-1 goals, does not indicate that R97-1 

is a non-typical rate case, and I therefore use the R90-1 discussion as my benchmark 

for these issues, as indicated in my discussion at page 60, lines 1-5. I can confirm that 

my proposals in Section XII .  n n o w  the gap by more than what the Commission 

recommended in its R97-1 m. However, they are not “aggressive” in that they 

simply restore relative cost coverages to ranges that have existed in recent years and 

that are consistent with what the Commission set forth far more explicitly about 

relative cost coverage goals in its R90-1 Q&BR than in my subsequent Q&RR. .I 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross-examination for this witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. Five parties have requested oral 

cross-examination of this witness, the Association for 

Postal Commerce; the Direct Marketing Association, Inc.; the 

Mail Order Association of America; the United States Postal 

Service; and ValPak Direct Marketing Systems, ValPak Dealers 

Association and Carol Wright Promotions, Inc., as one party. 

Is there any other party that wishes to 

cross-examine? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, then, Mr. Wiggins, you 

may proceed when you are ready. 

MR. WIGGINS: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. WIGGINS: 

Q Dr. Clifton, Frank Wiggins for the Association for 

Postal Commerce. Would you take a look for me, please, at 

your answer to DMA Number 1 to you? 

A If you will just bear with me a moment, Mr. 

Wiggins. 

Q Absolutely, Dr. Clifton. 

A It is in an interrogatory, so. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
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( 2 0 2 )  8 4 2 - 0 0 3 4  



1 2 6 4 3  

.- 

8 

9 

10 

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

1 8  

19 

2 0  

2 1  

22 

23 

2 4  

25 

MR. WIGGINS: I recall that. 

[Pause. 1 

THE WITNESS: TO DMA l? 

MR. WIGGINS: DMA 1, correct. 

THE WITNESS: Yes, I have it. 

BY MR. WIGGINS: 

Q Thank you. Is it a fair encapsulation, Dr. 

Clifton, of your answer there, that, in your view, the 

Postal Rate Commission had correct the relationship between 

First Class and what was then Third Class mail, now Standard 

A mail, in terms of the distribution of institutional costs 

in the R90 proceeding? The Commission got it pretty much 

right in R90? 

A I did not say that. What I said, what I believe I 

said in my testimony and my answers is that the rules that 

the Commission seemed to set for the institutional costs 

seems to me to have been laid out most clearly in R90. 

Q But it is your belief, again expressed in these 

interrogatory answers, that in the cases subsequent to R90, 

the Commission didn't accurately or appropriately apply 

those rules? 

A I wouldn't go that far. I believe my responses, 

Mr. Wiggins, say that the cost coverages, as a result of 

decisions the Commission made, and as a result of a whole 

lot of other factors, seemed to have deviated substantially 
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from what was suggested in the R90 ONRD as being the 

appropriate levels, but it is certainly not just because of 

the Commission's decisions that that has happened. 

Q What other - -  do you think that the Commission's 

decisions played any part in that deviation in subsequent 

cases from the correct relationship set out in R 9 0 ?  

A I would say that the decision in R94-1 was based 

on what the Commission acknowledged to be unusual 

circumstances, and those unusual circumstances, as I recall, 

led the Commission to propose higher cost coverages for 

First Class than they would have liked to do, is how I read 

the record. 

Q And was that a legitimate outcome, in your view? 

A I can't really speculate on that, as to whether it 

a was legitimate outcome or not, it is what the Commission 

recommended. It is what it is. 

Q Well, you are critical of what the Postal Service 

has proposed in this case, is that right? 

A I am. 

Q Was the R94 decision fairly consistent with what 

the Postal Service had there proposed? 

A Was the R94 decision consistent with what the 

Postal Service proposed? I would have to 90 back and check. 

I don't remember the Postal Service's exact proposal. 

Mr. Wiggins, the context to all this discussion is 
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the tables in my testimony and the discussion surrounding 

it, where I look at the evolution, the dynamic pattern of 

cost coverages, beginning with R90-1, which happened to be 

my first rate case before this Commission, and the present 

time. And the dynamic pattern of those cost coverages are 

that First Class cost coverages have gone well above what 

they were in 1990. Old Third Class, now Standard A, cost 

coverages have gone down, and that seems to me, that dynamic 

pattern following from R90 through this case, appears to me 

to be inconsistent with what the Commission set out as its 

goals in R90, in contradistinction to the Postal Service in 

that rate case, R90. 

Q I am certainly familiar with your welter of 

numbers, Dr. Clifton. What I am trying to get to here is 

some closer understanding of what you believe to have been 

the cause or causes of those deviations from the template 

set out in R90. 

A I have said that it is many factors. It is 

automation, it is numerous changes and costing methodologies 

that, at this point, seem like a constant way of life for 

the Postal Service, and those of us who practice in this 

arena. It is, in part, decisions by the Commission, but I 

do not in my testimony, nor do I here, assign any relative 

quantitative importance to one set of causes versus another. 

I just notice the upward drift, and it seems to me 
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inequitable, discriminatory, and unfair. 

Q Explain to me, you mentioned automation as a 

factor that you believe to have led to the deviation from 

R90 standards to what we saw in the intervening rate cases. 

Could you explain what you mean by that? 

A Sure. I think it is almost a point of common 

knowledge on which all people would agree now, that with the 

advent of mail processing automation, attributable or volume 

variable costs for the Service as a whole, and most, though 

not all, major classes and subclasses go down, and the 

result, in some sense, the statistical artifact is that the 

overall cost coverage for the Postal Service goes up. 

But even if one corrects for that by using markup 

indices rather than cost coverage ratios, relative to the 

average, even though the average cost coverage has drifted 

upward over time as a result of automation and other 

factors, even correcting for that, First Class is still 

facing an increased cost coverage relative to the average 

Standard A, old Third Class, facing reduced cost coverage 

relative to the average. 

Q You said that the increase in institutional costs 

was a statistical aberration, I believe were the words that 

you used. Now I don’t understand that. Could you explain 

that? 

A If you could rephrase the question. I am not sure 
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I said exactly that, or if the record could be repeated, I 

will try to respond to your question. 

Q Well, you were explaining, and I think correctly, 

that as attributable costs, as a proportion of all costs, go 

down, as they have, owing to the advent of automation. Do 

you recall that part of your testimony? 

A Yes. Yes. 

Q And then you said that the statist 

of increased institutional costs, and I just 

understand. 

cal aberration 

didn't 

A Well, okay, the context of what I am saying there 

is one has to - -  if you are looking at increased cost 

coverages, and you are looking at the equity arguments that 

I am looking at in Section 13 of my testimony, you have to 

correct for the fact that the overall cost coverage of the 

Service has gone up in making these distributional and 

allocation analyses. 

Once you correct for that statistical artifact, I 

would call it, the fact that the overall cost coverage for 

the Service is going up, after you correct for that, and set 

that equal to a norm, relative to that Service-wide norm, 

the cost coverage or markup index, whatever measure you want 

to use, for First Class mail, and First Class work shared in 

particular, is going up even faster than it is for the 

Service overall, and it is going down relative to the all 
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Service average, and it is going down absolutely, for 

Standard A mail, commercial mail is what we are focused on 

in the testimony. 

Q I apologize. You had it right and I had it right 

wrong. You did say statistical artifact, not aberration. 

Now I understand what you meant by that. 

You have sort of a shorthand version of your 

display of the phenomenon that you have just been talking 

about as an attachment to your answer to DMA-1. 

You provide a different variety of the same array 

in your answer to MOAA Number 12 to you? 

A Yes, I believe I did. Which one would you like me 

to refer to, Mr. Wiggins? Both or - -  

Q Yes, if you would, please. 

A Okay. I think I have them laid out. 

Q One difference between the two arrays that you 

have there, Dr. Clifton, is that in the MOAA answer you have 

broken apart in talking about the Standard A mail Standard A 

Regular and Standard A ECR, whereas in your attachment to 

DMA-1 you combine those two. 

Do I read those correctly? 

A As I am looking here, in the response to DMA we 

have Regular and ECR broken out separately. 

Q Right. 

A And in the response to MOAA we also have Regular 
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and ECR broken out separately. 

Q Well, not in the first two years in the M O M  

answer, correct, R90 and R94? 

A Oh, that is correct, yes. 

Q You have extrapolated those values in the M O M  

answer but not in the attachment, correct? 

A That’s right. The footnote says the 1994-1995 are 

pre-reclassification reform, but there is data - -  

Q Sure. 

A - -  on ECR before that - -  

Q And it is - -  I’m sorry, go ahead. 

A - -  we used that as a proxy. 

Q It’s helpful to do that, is it not? 

A If you are making a time series argument, which is 

what I am trying to make here, looking at the patterns over 

the past decade, I think it is helpful, yes, Mr. Wiggins. 

Q So that you are comparing equal values in all 

cases rather than values in one case that represents 

something different from the values in another, is that 

right, Dr. Clifton? 

A So far as I know. I cannot swear before you that 

exactly all the same mail that is in the 

pre-reclassification reform ECR is exactly what is in the 

post. 

I am more confident that what is old Third Class 
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Bulk Rate Regular is pretty close to post-classification 

Standard A Commercial Regular. Now - -  

Q You - -  I'm sorry, go ahead. You said in answer to 

my initial question that the pattern that you'd seen 

developing across these rate cases that you have examined 

was inequitable and unfair and you used a number of other 

adjectives, 

In your answer to DMA Number 3, if you could put 

that in front of you - -  

A I have it. 

Q - -  you went further yet. You said, and I am now 

reading from your response to (a) to (c) grossly 

discriminatory, unfair and all that, and "violates at least 

Sections 3622(B) (I) and (3) of Title 39CFR. 

I think you mean Title 39, USC. Do you not? 

A Yes. 

Q You mean the statute? 

A I mean the statute, yes. 

Q Okay, and can you explain to me the basis for your 

conclusion that this development is a violation of statute 

and particularly the pieces of the statute to which you cite 

US? 

A Well, let me get my copy of the statute here. 

Q If it would be at all helpful, I have a copy here, 

Dr. Clifton. 
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A I have a copy as well. 

It would be one, verbatim, "The establishment and 

maintenance qf a fair and equitable schedule." 

I think over the course of the past decade it has 

become less fair and equitable insofar as First Class versus 

Standard A commercial mail is concerned. 

Number 3, verbatim, the requirements that "each 

class of mail or type of mail service bear the direct and 

indirect postal costs attributable to that class or type 

plus that portion of all other costs of the Postal Service 

reasonably assignable to such class or type." 

I do not believe that the existing cost coverages 

of First Class mail vis-a-vis Standard A Commercial mail 

represent a reasonable assignment of institutional costs. I 
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think too much is loaded onto First Class mail and to little 

is allocated by those cost coverage ratios to Standard A 

Commercial mail. 

Q Is it your assertion that the coverages 

recommended by this Commission in R97, for example, were 

violative of those two provisions of the statute? 

A In some interpretations of the Commission's 

decision in R97-1 they made a very, very, very tiny effort 

to move back to what I would consider to be an equitable, a 

more equitable set of cost coverage ratios. 

I don't think it was enough and I think this rate 
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case presents us with an opportunity, indeed a necessity in 

light of that electronic diversion study for First Class 

mail, to move back to relative cost coverages such as we did 

see in the  OS, earlier in the '90s. 

My proposals do not talk about changing cost 

coverages outside of any range that existed within the 

1990s. I would just like to see them restored to something 

that might have existed earlier in the decade. 

Q Those statutory terms to which you adverted, Dr. 

Clifton, fair and equitable in (B) (1) and reasonably 

assignable (B) ( 3 ) ,  those seem to me fairly flexible terms. 

Can you tell me how in your analysis you determine 

how much is fair and equitable and how much is reasonably 

assignable? What is the standard that you apply to come to 

the conclusions that you do? 

A The standard I apply is subjective, like the 

Postal Service's, and partly objective as well. 

The objective part of it, I believe, is harking to 

what the Postal Rate Commission said was the Commission's 

long-term goals for cost coverages, specifically of First 

Class mail and Bulk Rate Regular in R 9 0 ,  evaluating that 

Commission statement in R90 against what has happened over 

the past decade to the cost coverages of those two class of 

subclasses. 

Based on those dynamic considerations, which are 
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objective and measurable, I argue that we should harken back 

to the Commission's R90 goals and reduce the cost coverage 

of the First Class letter mail subclass and increase - -  

these are marginal adjustments - -  increase at the margin the 

cost coverage for 5tandard A Commercial mail, to get back 

closer to those goals. 

Q Do you tfiink that the Commission has changed the 

goals from what they were in R90? 

A That is a good question, Mr. Wiggins. 

One answer is I don't know but based on my 

examination of the ONRDs, I do not find in the record of 

tnose ONRDs in MC95, R97-1, R94 or R97 anywhere close to as 

an explicit statement as you find in R90 as to what those 

goals are. 

I therefore have to conclude that, no, the 

Commission has not changed its long-term goals relative to 

those pretty explicitly and well laid out in R90. 

Q The goals haven't changed but the outcomes have 

deviated from the standards established in R90 - -  

A Increasingly. 

Q - -  and what I am pressing for, Dr. Clifton, is any 

explanation that you might provide to all of us as to what 

did happen. If the goals didn't change and the outcomes 

aren't where they ought to be, what happened? 

A What happened to lead to those deviations? 
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Q Yes, correct. 

A Well, I have mentioned a couple of factors 

I think a large part of it is changing in costing 

methodologies, I think that some of it is automation-related 

and I think some of it is related to the rates and discounts 

set by the Commission over the decade, but again I can't 

assign quantitative importance to all the different factors. 

What I can say is that over the course of this 

evolution the cost coverages appear to be growing in 

opposite directions to what seems fair, equitable and 

reasonable as set out by the Commission as goals in R90-1. 

Q Look at your answer to the Postal Service's 

Interrogatory 16 to you, would you please? 

A Okay. 

Q It's the sentence on the very end of that answer 

on which I am going to ask you to focus. 

A Okay. 

Q You say that the scenarios built into the model 

were too vaguely explained to work within a rate case 

context, and it is that last little bit that I am interested 

in. 

What do you mean by work within a rate case 

context? Are there some special standards that you apply? 

A These aren't standards that I apply, Mr. Wiggins. 

They are the standards that Dr. Tolley applied to his own 
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work. 

On every page of Library Reference 179 it states 

"not for use in a rate case" and I didn't take that at face 

value. I went into Library Reference 179 hoping to use it, 

but in fact it is not at a sufficient level of detail or 

precision that it can be used in a rate case, but what was 

stamped on each page turns out to be true in my judgment and 

we didn't use it as a result. 

Q Dr. Tolley frequently has it right, don't you 

find, Dr. Clifton? 

A No, I don't find Dr. Tolley always has it right, 

but I respect Dr. Tolley. 

MR. WIGGINS: Thank you, Dr. Clifton. 

Mr. Chairman, I have nothing further. 

CHAIRMAN GLEIMAN: Direct Marketing Association? 

Mr. Ackerly. 

CROSS EXAMINATION 

BY MR. ACKERLY: 

Q Good afternoon, Dr. Clifton. I am Todd Ackerly 

representing the Direct Marketing Association. 

You have stated many times that you believe that 

the relationship between the First Class cost coverage and 

Standard A Commercial cost coverage as proposed by the 

Postal Service is discriminatory and unfair. 

That is correct, isn't it? 
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A Yes. 

Q Clearly there is a distinction between the two 

cost coverages. Would you agree with me that a distinction 

is not discriminatory if there is a valid reason for the 

distinction? 

A I would not necessarily agree with that, no. 

Q On what basis would you fail to agree? 

A Well, first of all, it is a hypothetical. If you 

can give me a concrete example perhaps I will alter my 

answer, but I can fully anticipate a circumstance in which 

you can explain something that is discriminatory but it 

doesn't make it not - -  the fact that you can explain it does 

not mean it is any less discriminatory. 

Q Dr. Clifton, I wasn't trying to be flip or 

anything here. I was simply trying to understand your use 

of the word "discriminatory" - -  in other words, just because 

as we use the English language there is a distinction, there 

is a difference between two numbers, that doesn't mean that 

there is anything wrong with the distinction and indeed the 

distinction could be very valid if there is a valid reason 

for the distinction. 

Isn't that true? Isn't that how you use the word 

"discriminatory"? 

A That is not how I use the word "discriminatory". 

The answer to your hypothetical is, with your 
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further clarification of it, is possibly that could be true 

but that is not how I am using the word discriminatory. 

My judgment has been in the decade I have been in 

this business that a very close correspondent, what you 

would call in international tax work comparables, a very 

close correspondent to First Class work shared letter mail 

in terms of being a market comparable is Standard A Regular 

letter mail, and while First Class work shared letter mail 

is not a subclass and while Standard A Regular Commercial is 

a subclass, I do use for my own benchmarking purposes the 

costs built up from the bottom for Standard A Regular mail 

in an informal way to evaluate what is going on with what 

the Postal Service is saying about the costs of First Class 

mail work shared letter mail. 

For those two mail streams, which I receive in my 

mailbox every day, they sure look identical to me and - -  but 

the cost coverages are dramatically different. I think that 

is discriminatory. 

Q Now Dr. Clifton, I am not going to argue with you 

much more about the meaning of the term “discriminatory” in 

the English language but I take it when you use the word 

“discriminatory” you are using it in the pejorative sense, 

in other words, it is unlawful. There is something wrong 

with the relationship if it is discriminatory in the way you 

are using the phrase - -  the word? 
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A There - -  in a different context and outside a 

regulatory setting it looks like price discrimination. 

Q I am trying to understand the reasons why you have 

come to the conclusion that the distinction between the 

First Class and Standard A commercial cost coverages as 

proposed by the Postal Service is unfair. And I would like 

to direct your attention to your answer to DMA Interrogatory 

Number 4. 

A I have it, Mr. Ackerly. 

A In your answer, you refer to two "analytical 

inputs" that motivate, that is your term, your proposed 

changes in relative cost coverages. D o  I understand 

correctly that what you are saying is you have two reasons 

for your proposed changes in the relative cost coverage? 

A If I may, let me just read the answer and then try 

to be responsive to the question. 

[Pause. 1 

THE WITNESS: Could you rephrase the question, Mr. 

Ackerly, and I will try to be responsive now? 

BY MR. ACKERLY: 

Q Yeah. I am trying to understand and get a 

complete list of the reasons for your testimony with respect 

to the relative cost coverages of First Class and Standard A 

commercial. As I understand your answer to DMA Number 4, 

there are two and only two reasons, analytical inputs, as 
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you identified them here. 

The first is you are looking at the distinction 

between a per piece revenue contribution, that is the 

specific point that is discussed directly in Number 4, and 

the point that is discussed in DMA Number 1 ,  which is this 

trend since R90 that you were discussing a moment ago with 

Mr. Wiggins. Is my understanding of this answer correct? 

A In light of your questioning, I think those are 

not the only two factors. This is a learning process for us 

all, and one thing that I learned from R97-1 is I have been 

able to better focus on what I think the ultimate source of 

the discriminatory treatment of First Class is, and I think 

it resides in the delivery cost area. That is the big one. 

So, I would say, in addition to the two things that I 

mention here, I am honing in increasingly, as I gain 

knowledge in this arena, on delivery cost inequities between 

First Class and Standard A commercial mail. 

I was very favorably impressed with Sharon Chown's 

testimony for NAA in R 9 7 - 1 .  It taught me a lot. And I have 

begun to look into that area. 

Q Okay. You have raised a third reason. Are there 

any others? 

A In addition to the ones I mentioned in response to 

Mr. Wiggins' question, yes, I think they are discriminatory 

relative to what the Commission set out should be the goals 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 20036  

( 2 0 2 )  8 4 2 - 0 0 3 4  



_- 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

1 3  

1 4  

15 

1 6  

1 7  

1 8  

19 

20  

21 

22 

2 3  

24  

2 5  

1 2 6 6 0  

in R90-1. They are the two factors. 

Q Well, if I understand you correctly, that is point 

number l? 

CHAIRMAN GLEIMAN: Gentlemen, one at a time so the 

court reporter can make a transcript of the proceedings. 

Please give counsel an opportunity to ask his questions. 

And counsel, please give the witness an opportunity to 

finish his answers. Thank you. 

MR. ACKERLY: I didn't mean to interrupt, Mr. 

Chairman. 

THE WITNESS: No umbrage taken. As I enumerate 

these things, there are four things in my testimony in light 

of what I understand to be your questioning now. Looking at 

the Commission's goals as set in R90, looking at the upward 

drift in cost coverages for First Class and the downward 

drift in Standard A, looking at the criteria set out in the 

code, Section 3622  and, specifically, looking at how 

delivery costs are now allocated as between First Class and 

Standard A. 

These may not be mutually exclusive but I think 

you are looking for a complete list and I think that is 

pretty much it. I mean all these things are summarized and 

laid out just as I am laying them out here in Section 13 .  I 

probably did not enumerate them as 1, 2 ,  3 ,  4 ,  however. 

BY MR. ACKERLY: 
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Q Okay. You would agree with me, would you not, Dr. 

Clifton, that the Commission's opinion and recommendation in 

this case should be based upon the record in this case? 

A It should be based upon the record in this case, 

but implicit in that is the history. 

Q Are you familiar with all the provisions of 

Section 3622(b) of the Postal Reorganization Act? You 

discussed subsections 1 and 3 with Mr. Wiggins earlier. Are 

you familiar with the rest of them? 

A I am familiar with them to the extent that I read 

them, each and every rate case, and sometimes in between 

rate cases, and I have examined certain opinions stated 

around them in rate cases when the Postal Service's rate, 

general rate witness is proposing to justify its rates under 

those criteria. Likewise, when the Commission is justifying 

its decisions under those criteria, I have read some of 

those. But I am sure that I have not read each and every 

thing that relates to those criteria. 

Q Your testimony does not address, for example, 

Criterion Number 2 ,  does it? Or what is often referred to 

as the value of service criterion. 

A It does in the section on extra ounce, on extra 

ounces. We most explicitly do deal with Section 2 and the 

extra ounce portion of the testimony. 

Q I'm sorry, I probably wasn't clear enough in my 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

( 2 0 2 )  842-0034 



-. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

12662 

question. With respect to the relative cost coverage of 

First Class and Standard A commercial mail, your proposal is 

not based upon any analysis of the relative value of service 

under Criterion 2, is it? 

A With the caveat that my extra ounce rates are part 

of my overall proposal, those have to be funded, and that 

feeds into the recommendations that I made in terms of 

adjusting the cost coverage for Standard A. 

Q Do you address anywhere in your testimony the 

relative value of service of First Class and Standard A 

commercial? 

A Outside of extra ounce mail, no. 

Q Do you address in your testimony the application 

of Criterion Number 4 with respect to the relative cost 

coverage of First Class and Standard A commercial? 

A Yes, I do. I think it is a very prominent part of 

my testimony from beginning to end. I may not agree with 

the exact timing of the GAO study on electronic diversion of 

First Class, but I do believe that there is a consensus that 

that diversion is going to happen, and I think Criterion 4, 

which states the effect of rate increases upon the general 

public, business mail users, enterprise in the private 

sector, and so forth, I think that bears very materially on 

the decision that the Commission has to make about rates in 

this case. 
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And the rates that I propose and the adjustments 

and cost coverages that I propose shifting from First Class 

to Standard A commercial are the only short run alternative 

I see for the Postal Service to confront that prospect of 

electronic diversion, along with the P rate, Public 

Automation rate proposal that I make to also try to make the 

Postal Service more price competitive in the short run. 

Q Would you turn to your answer to MOAA Number 14? 

A I have it, sir. 

Q You make reference there to a classification 

change. Are you referring to the classification changes 

that were implemented pursuant to Commission Docket Number 

MC95 - I.? 

A Yes, sir. 

Q You point out that there have been a number of 

other changes in the same general period of time; is that 

correct? 

A Yes, I do.  

Q In light of all the changes that have occurred 

since R90, and in light of the need for the Commission to 

base its recommended decision on the record in this case, 

can you explain why you think the Commission's stated goals 

in R90 continue to be relevant or appropriate? 

A Yes. 

Q If YOU do - -  
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A I think they're appropriate, because I don't find 

any subsequent explicit statement in the record that those 

goals of the Commission have changed. 

And it's a reasonable assumption, therefore, as I 

state directly in my testimony, that those remain the goals; 

namely, that the cost coverage for First Class letter mail 

subclass should be set a little bit above average and now 

way, way above average, but a little bit above average, and 

for bulk rate regular - -  that's how it was phrased in R90, 

now, Standard A commercial regular, set a little below 

average, but not progressively deviating below average every 

year, as has happened during the 1990s as far as Standard A 

commercial regular mail goes. 

And this is not deviating way above the average, 

year-by-year, throughout a whole decade for First Class 

Mail, as has, in fact happened. 

Q But the goal in R90 was based on the record that 

was created ten years ago; isn't that correct? 

A No, I wouldn't characterize it that way. The 

Commission stated in R 9 0  - -  I don't have the volume with me. 

But the context of what the Commission laid out in 

R90 said that that had been their goal, not just for that 

rate case, but that had been their goal for some time, and 

would presumably continue to be the goal. 

Q Have you reviewed the Commission's opinion and 
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recommended decision in R97? 

A Yes, I have. 

Q Would you accept, subject to check, that the 

Commission's analysis of the cost coverage of Standard A 

regular mail covers in excess of 20 pages? 

A Yes, I would accept that. 

Q would you accept, subject to check, that the 

Commission, in its analysis in R97, addressed each of the 

pricing criteria separately with reference to the evidence 

of record in that proceeding? 

A Subject to check, I would accept that. 

Q I light of what the Commission did in R97, based 

on the record that was created only a handful of years ago, 

why do you think that the goals stated by the Commission 

over a decade ago, with the intervention of major 

classification and other changes, continued to be at all 

relevant in this case? 

A You've isolated only one. You discussed in your 

preparatory remarks to this question, just one subclass. 

The Commission ultimately has to, in a general 

rate case, set cost coverages based on what's happening to 

all classes. 

And the major dynamic in terms of where all the 

volumes are in this business, are Standard A and First Class 

Mail. 
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And that - -  where those cost coverages should fall 

as between those major volume groupings is laid out in R90. 

And I don't see that that was changed in R97. 

Furthermore, in R97, as I have stated in response to an 

interrogatory in this proceeding, the Commission harkened 

back to cost coverage goals that it set in R94. 

So they weren't just relying on that record, Mr 

Ackerly, in doing what they did in '97. 

But I point out in my interrogatory response that 

the cost coverages and rates set in R94 were an aberration 

from what was sent in R90, and the Commission stated that 

explicitly in R94. 

And that also gives me - -  and they stated 

explicitly in their O&RD in R94 that in a normal rate case 

situation, they would have harkened back to the relative 

cost coverage goals for the major volume drivers set in 

R90. 

So that also gives me some sense of what the 

Commission's long-run goals are for these two volume 

drivers, not just one. 

Q You mentioned R94. The classification change 

happened after the Commission's action in R94; didn't it? 

A Yes, sir. 

Q And there's only been one omnibus rate case since 

the classification change, and that case was R97; wasn't it? 
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A Correct. 

MR. ACKERLY: No further questions, Mr. Chairman. 

CHAIRMAN GLEIMAN: Mail Order Association of 

America, Mr. Todd? 

[No response. 1 

CHAIRMAN GLEIMAN: Mr. Todd doesn't appear to be 

here right now. We'll move on to United States Postal 

Service, and if Mr. Todd indicates he wishes to cross 

examine, we'll pick up with him when he comes back. 

CROSS EXAMINATION 

BY MR. TIDWELL: 

Q Good afternoon, Dr. Clifton. I'm Michael Tidwell 

on behalf of the U.S. Postal Service. 

I'd like to start by focusing your attention on 

your Workpaper 3 .  

A I have it. 

Q Why don't you describe what the purpose of the 

workpaper is? 

A Describe what the overall purpose of the workpaper 

is? 

Q Yes. 

A It's simply to set out the basis for the statement 

made in the testimony that for First Class presort letters, 

the extra-ounce study done by Witness Daniel suffers from 
having way too small a sample size. 
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And the statistical basis for that is presented in 

Workpaper 3. 

Q And then I'd like to ask you some questions about 

your minimum sample size determinations and the calculations 

that underlie them in Workpaper 3. 

Would it be fair to characterize the standard 

deviation you used as the deviation of unit cost figures 

between weight increments? 

A It's the standard deviation associated with each 

of the datapoints over the 2-11 ounce range. 

Q Let's take a look at your Workpaper 3, page 7 ,  if 

you will. 

[Pause. I 

I'd focus your attention Table 1, and particularly 

at the top row. There you show a standard deviation for 

2-11 ounces of 2.302 dollars; is that correct? 

A Correct. 

Q And can you confirm of accept, subject to check, 

that that was calculated using data in your Excel workbook 

in Workpaper 3 from the worksheet named, quote, "FC Presort 

Letters," unquote, on the tab, and it also bore a title at 

the top, quote, "Presort Letters Test Year Unit Cost by 

Detailed (1/2 ounce) Weight Increments*" close quote? 

A Subject to check, yes. 

Q And could you confirm or accept, subject to check, 
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that if one were to go to that worksheet, they would see 

that the actual calculation of the standard deviation just 

used the ten numbers in the bottom row entitled Total Unit 

Cost/Letter, or Total Unit Cost Per Letter on that 

worksheet? 

A I'm not - -  if you could rephrase your question, 

perhaps I can agree with it, subject to check, but I'm not 

sure what you're asking. 

Are you saying there's a $3.00 number on that 

worksheet? 

Q No, I'm asking you if it isn't the case that the 

actual calculation of the standard deviation was based on 

ten numbers on the bottom row on that worksheet. Would you 

accept th+t, subject to check? 

A I would accept that, subject to check. I have 

stated, going back a few questions, what it's based on. 

Q Okay. And just for clarity, if you go back to 

check, accept also, subject to check, that the ten numbers 

are the ones in the bottom row that start with 0.2496 dollar 

figure for the one-to-two-ounce increment, in the second 

column, and it ends with the 8 . 5 7 6  dollar figure in the 

11-12 ounce increment? 

Generally speaking, would it be fair to 

characterize the standard deviation as a measure of how much 

individual observations vary from the mean? 
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A Yes. 

Q And for First Class letters, 2 - 1 1  ounces, what was 

the mean? 

A For First: Class presort letters? 

Q Presort. 

A I don't have the mean in front of me, Mr. Tidwell. 

Q Would you accept, subject to check, that it was 

2 . 8 3 3 7  dollars? 

A For - -  I mean, there are a number of tests of 

sample sizes done here. For the 2 - 1 1  ounce range with a 

precision level of one cent, and a 95-percent confidence 

level, that sounds high, but I don't have the sheets in 

front of me. 

It's a simple, un-weighted, arithmetic mean of the 

extra ounce costs, beginning with the second ounce through 

the 11-plus. 

MR. TIDWELL: Mr. Chairman, may I approach the 

witness? 

CHAIRMAN GLEIMAN: Most certainly. 

MR. TIDWELL: Dr. Clifton, what I would like to do 

is hand you a copy of the worksheet that I just referred to 

earlier and perhaps we can do a quick calculation to see if 

you can have a more firm understanding of the basis for the 

calculation. 

MR. HART: May I ask where this is going? We are 
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looking here for the notice. I don't believe it said 

anything about work papers. It said they wanted to cross 

examine on testimony and interrogatories. I did receive it 

at 8 : 3 8  last night when I was in the office an e-mail 

suggesting there might be some cross on Work Paper 3 but I 

have no idea where this is going and we are talking about 

doing calculations and sheets coming up here that I still 

haven't seen. 

If Mr. Tidwell would give u s  the benefit of 

telling us what he is trying to accomplish with this it 

might be easier for us. 

CHAIRMAN GLEIMAN: I am sure Mr. Tidwell wants to 

show his hand on what he is trying to accomplish. 

I think we are going to let him provide the 

material, the work paper material to the witness and, as is 

our general rule, if we are not dealing with something that 

is extraordinarily complicated to calculate, then we will 

let it go ahead. Otherwise, we may stop it, because he did 

not provide the materials ahead of time specifically 

indicating he was going to ask for calculations, so let's 

j u s t  let the cross go on for a while longer and see where it 

goes. 

MR. HART: Thank you. 

BY MR. TIDWELL: 

Q I'll give you a second to take a look at it. 
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MR. HART: Mr. Chairman, if I may. Dr. Clifton 

may understand but I don't. Is this - -  you have obviously 

hand written on it, but is this a page taken, is this an 

actual work paper 'chat Dr. Clifton filed with the 

Commission? I am just not finding - -  

CHAIRMAN GLEIMAN: Mr. Tidwell, perhaps if you 

could identify from which workpaper, page, citation, 

attachment, what have you. 

MR. TIDWELL: It is an Excel spreadsheet in 

Library Reference 3 - 1, workpaper 3. 

MR. HART: Okay, thank you. 

THE WITNESS: I have examined it and if you could 

refresh my memory and ask the question I can probably answer 

it at this point. 

BY MR. TIDWELL: 

Q Would you accept subject to check that the average 

of the 10 numbers that are identified on the bottom, bottom 

row, that the average is $2.8337 or will you accept that 

subject to check? 

A I will accept that subject to check. It looks to 

me, however, as though there is a mislabelling here. 

Next to that there is a number which is used in 

the Workpaper 3, which is the standard deviation $3.03 and 

the labelling on that says 1 to 11 ounces. 

That labelling is probably wrong. It is supposed 
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to be 2 to 11 and I believe that it is. 

Q Okay. we will accept that subject to check. 

A All right. 

Q I would like you to help me understand what this 

2.8337 dollar figure represents. Is it the average unit 

cost of a First Class mail presort letter? 

A It is the average unweighted cost of Witness 

Daniel's highly problematic dataset for each of the extra 

ounce weight cells beginning one to two ounce, two to three, 

three to four, up through the end of her extra ounce range. 

Q Can you tell on the basis of that worksheet what 

do you calculate the average unit cost of a First Class 

presort letter to be? 

A The average unit cost? 

Q Yes. 

A The mean, the simple mean that is shown there is 

$2.83 over all the ounces. Recall that it is Witness Daniel 

at the direction of Witness Fronk who said that the 

individual weight cells were problematic and therefore she 

had to just throw all the data in through the full 2 to 11 

ounce range and then average it in some fashion. 

Q Let's see if you can help me understand what the 

standard deviation of the 3.302 dollar figure and how it 

relates to the 2.8337 dollar figure. 

Is it fair to characterize the 3.0302 figure as 
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the average, that the weight increment unit costs vary from 

the average unit c@StS of 2 . 8 3 3 7 ?  

A It is one standard deviation beyond that mean and 

statistically speaking if a standard deviation is greater 

than the mean we know that there are huge problems with the 

dataset - -  and there are huge problems with that dataset. 

Q I would like to explore that a little bit more 

with a hypothetical subclass, just to make sure I understand 

your procedures for estimating sample size needs or the 

sample sizes needed. 

I am going to try to keep it as simple as I can 

for my own sake, and so it ought to be pretty easy for you 

to deal with. 

Suppose we have got a hypothetical subclass with 

three weight steps - -  one pound, two pound and three pound. 

Assume that the unit cost for these weight steps, 

respectively, are $1, $ 2 ,  and $ 3 .  

I would like you to calculate the standard 

deviation comparable to the way you did in Work Paper 3 for 

the hypothetical subclass - -  or accept subject to check that 

it would be a dollar. 

A 1'11 accept it subject to check. 

Q I'd like to turn your attention to your Equation 1 

on page 2 of Work Paper 3 .  

Do you have that? 
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A Yes. 

MR. HART: The page, Mr. Chairman? I'm sorry. 

MR. TIDWELL: It is Work Paper 3 ,  page 2 .  

MR. HART: Thank you. I'm sorry. 

BY MR. TIDWELL: 

Q The equation, I guess it is labelled Number 1 on 

the far right-hand side of the page. 

I would like you to either calculate or accept 

subject to check that the minimum sample size needed for a 

9 5  percent confidence level of a 10 cent error level using 

the same procedures as you do in your Equation 1 would yield 

you the figure 3 8 4 .  

A I don't have a calculator. This is an equation. 

You are asking me to perform the calculation. I will just 

say subject to check the 3 8 4  is the correct answer. 

However, have you specified a degree of precision 

and a confidence interval in arriving at that number? 

Q 9 5  percent confidence level; the precision, 10 

cents. 

A Precision level 10 cents. 

Q Yes. 

A Okay. 

Q And so I am asking subject to check you have 

accepted the sample size needed would be 384 for that 

hypothetical. 
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I would like to take a look at or examine a 

slightly different hypothetical subclass, again with three 

weight increments - -  one pound, two pounds, and three 

pounds. 

This time let's assume that the estimated unit 

costs are $1, $1.10, and $1.20, respectively. 

A Okay, yes. 

Q Again I won't burden you with calculation here, 

but I would like to ask you to accept subject to check that 

to calculate the minimum sample size needed for a 95 percent 

confidence level, of a 10 cent error level, using your 

Equation 1, you would end up with 4 or actually you would 

end up with 3.84 being the sample size needed. 

Would you accept that subject to check? 

A I would accept that subject to check. You know, I 

don't have my calculator. 

I will say that this equation has been used for 

well over 30 years. It is a well-established equation and 

it is used universally for establishing what minimum sample 

sizes are required. 

Q Okay. I am going to use it for about one more 

minute. 

[Laughter. I 

THE WITNESS: Okay. 

BY MR. TIDWELL: 
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Q I am going to move on. It's the last one, my last 

hypothetical subclass. Same three weight steps - -  one 

pound, two pounds, three pounds, and this time I want you to 

assume that the estimated unit cost is $1 for all three 

weight steps. 

Would you accept subject to check that if we used 

your formula from page 2, your equation from page 2, the 

standard deviation would be zero? 

A Clearly. 

Q Your methodology for determining minimum sample 

size needed doesn't depend on variability or uncertainty of 

the estimates of each weight step, doesn't it just depend 

solely on the variability between the weight steps? 

A Could you refrain the question? 

Q Oh - -  excuse me. Using your methodology, the 

sample size needed would be zero, wouldn't it? 

Since the standard deviation would be - -  

A There is no - -  yes, there is no need for over that 

range. We know. 

Q And so does your methodology actually depend on 

variability or uncertainty of estimates at each weight step, 

or does it just depend solely on the variability between the 

weight steps? 

A First of all, it is not my formula. It is in most 

every statistical textbook that I am aware of. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



I 

- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

1 8  

1 9  

2 0  

2 1  

2 2  

2 3  

2 4  

25  

1 2 6 7 8  

Second of all, it is used in situations where 

sample data is available, population estimates are not 

known, and one has to use sampling techniques, and this 

particular formula allows you to determine at a certain 

confidence level with a certain degree of precision of error 

that you are interested in what minimum sample size would be 

required to produce statistically believable data. 

In this case the inputs that are used are Witness 

Daniel's First Class presort data. The standard deviation 

is huge because the dataset is very, very bad. 

For the sample size that the Postal Service 

undertook, 1 4 0 9  extra ounce tallies, with a 95 percent 

degree of confidence and 1 4 0 9  tallies the estimate of the 

average unit cost that Witness Daniel produced is subject to 

a level of precision and error if you will of almost 16 

cents. 

That is greater than her own average, extra ounce 

weighted average ounce cost of about 1 4 . 8 .  

The problem, Mr. Tidwell, is really not that the 

sample size required to produce believable data would be so 

large, although it would be large, the problem is with the 

actual data. The data is so bad that as a result one would 

require a very, very large sample size for all shapes in 

First Class presort, for heaven's sake. 

Your data results, Witness Daniel's data results 
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show for the first half ounce a parcel costs $433 ;  for First 

Class presort letters in the higher weight ranges you have 

the raw data going from a couple of bucks in the 5 to 6 

ounce range to over $8 in the 7 to 8 ounce range, and then 

back down to 50 cents in the next ounce range. 

The dataset for whatever reason, and I don't 

attribute any ill motive here, but for whatever reason, the 

results are just awful for First Class presort letters, but 

if one wanted in light of those bad results to produce 

statistically significant data, in light of these wide 

variations you would need a sample size of about 1 . 4  

million. 

But I think we shouldn't focus so much on the 

sample size. As you correctly point out in your 

interrogatories, you couldn't fund, using the IOCS, you 

couldn't fund a sample that large. You could rely on 1 4 0 9  

tallies, which is what you did, if you had better data or 

someone was conducting the experiment more carefully. 

The problem is in the raw data she produced. I 

think Witness Daniel understood that. I think Witness Fronk 

understood it. But unfortunately I think it just cannot be 

a basis for setting extra ounce rates in this proceeding. 

Q Okay. I would like to direct your attention to 

page 3 of Workpaper 3. Do you have it? 

A I have it, yes, Mr. Tidwell. 
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Q I would like you to take a look at the last 

sentence on page 3, that is the sentence that starts out, 

"If the sample proportions in the extra ounce range reflect 

the relative volumes," and it would be like the last four 

lines of the page. 

A Yes, I am reading it now. Thank you. 

[Pause. I 

BY MR. TIDWELL: 

Q Okay. That sentence reads that "If the sample 

proportions in the extra ounce range reflect the relative 

volumes of extra ounces, all shapes, pieces and letters, 

then there were approximately 978 IOCS tallies taken for 

presort letters over the 2 to 11 ounce range." 

To what extent do the results of your analysis 

depend on this assumption? 

A I don't think they are critical at all. 

Q Take a look at your response to Postal Service 

Interrogatory 31. Do you have that? 

A Yes. 

Q At the very top, after the not confirmed, at the 

very top of your response, you state that the number 1,409 

consists of 873 pieces of extra ounce mail and 536 tallies 

of employees handling multiple pieces of mail. Is it your 

understanding that the IOCS measures mail volumes? 

A No, I believe it measures employees handling 
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pieces of mail and items of mail that are defined in various 

ways other than pieces. 

Q I would like to take you away from statistics to 

the P stamp from here, from here on in. I would like you to 

assume for the moment that the P stamp, or P rate is in 

place along with the current 33 cent First Class basic rate. 

And assume that the P rate is 31.5 cents, and up against a 

33 cent First Class basic rate. And let's assume, this is a 

farfetched hypothetical, assume we are in an omnibus rate 

case, and assume that the Commission recommends, and the 

Governors approve rate increases for different First Class 

rate categories, and it recommends and the Governors approve 

a one cent increase in the P rate, bringing it to 32.5 

cents, and a 2 cent increase in the basic First Class rate, 

taking it to 35 cents. 

And the Postal Service, let's assume the Postal 

Service is implementing rates in January of next year, would 

you consider that the Postal Service would have a fairly 

complex task ahead of it in terms of rate implementation? 

It would be faced with the task of having to distribute - -  

to print and distribute to the public make-up stamps for two 

different denominations, one for the P rate stamps and 

another for the existing 33 cents stamps? 

A It doesn't appear overly burdensome to me, 

especially relative to the benefits that the public would 
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receive. I think particularly if the public would be buying 

the P stamps in volume, they would receive a great benefit, 

and would not be confused by it. And I think any costs to 

the Postal Service are more than offset by the savings in 

the P rate. 

Q So it is your testimony that the public would 

readily embrace having to deal with more than one make-up 

stamp at any given time? 

A It wouldn't be a problem for me, and I don't think 

it would be a problem for most people interested in saving a 

few bucks, and realizing the benefits of automation 

directly, which the general public has been waiting to do 

for several rate cases. 

Q People saving a few bucks, how much - -  what do you 

project your annual savings would be per Postal customer or 

household who use the P rate? 

A I haven't been able to do that calculation. I 

stopped short of doing formal calculations for a couple of 

reasons. One, I don't think this could be implemented by 

the test year. I think there is a lot of negotiation that 

would have to go on if it is accepted by the Commission, in 

getting all the details down. So, at best, it would be 

ramping up volume-wise after the rate year. 

I can't make volume estimates at that stage, so I 

can't really estimate in any quantitative sense what the 
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savings would be or how much mail would be diverted. 

say qualitatively that I think people would buy these stamps 

much like I buy a roll of 33 cent stamps now, the big one 

that costs $33, to pay my bills. I would buy a roll of P 

stamps. I, for sure, would use the P stamps for Christmas 

card mail, holiday mail that I send out, and I would be very 

cognizant, if I was buying 100 stamps at a time, to pay 

monthly bills and what-have-you, the difference between a 35 

cent rate and 32.5 cent rate for a roll of 100 stamps. 

I can 

Q But you don't expect that even if the Commission 

were to recommend the P stamp and the Governors were to 

approve it, and then the Board were to implement it in 

January, that there would be any volume by the end of the 

test year? 

A I mean I can't predict it. I may be that it could 

ramp up earlier than I project. But I do know the 

investments in collection boxes made by the private sector 

to get it moving along would take time. Mr. MacHarg, who 

testified this morning, can speak to that much better than I 

can, Mr. Tidwell. But it is my best judgment that it would 

take at least a year to get those collection boxes in place, 

other necessary investments made, and you really would not 

get up and running probably until late calendar year 2001, 

which is, with test year 2001, ending at the end of the 

Postal Service's fiscal year in calendar year 2001. So, at 
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the earliest, it seems to me it wouldn't be started until 

maybe the Christmas mail season of calendar year 2001, the 

beginning of Postal fiscal year 2002. 

Q I n  light of that, did there ever come a time when 

you considered simply proposing the P rate as a shell 

classification for implementation later after, in, let's 

say, the next omnibus case, since there is not going to be 

any - -  you don't anticipate there is going to be any volume 

in the test year for this case? 

A I did bat back and forth with my clients going 

into submission of the testimony, whether it should be a 

shell reclassification or whether an actual rate should be 

attached to it. I also discussed that with the director of 

OCA. And I just made the judgment that, assuming the 

Commission accepted the 34 cent rate in this case for a 

single piece stamp, and having some feel from the presort 

mailers what their costs, including one time investment 

costs, would be, that 2 cents off the single piece rate 

would be about what, you know, they could withstand going 

into this risky venture. And for that reason, we put it 

forward in the hopes of advancing it. 

Q And these presort bureaus wouldn't - -  I mean when 

would you expect them to make the investments in collection 

boxes and advertising and everything else, if you really 

don't anticipate any volume until maybe after Christmas of 
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A Well, I think if the Commission, once the 

Commission ratified the concept and ratified either my 

proposed rate or some other technically feasible, doable 

rate, they would probably begin the process of investment 

and marketing immediately. But I think a number of details 

would have to be worked out, among which are - -  you know, 

surely, the Postal Service would need to do a lot of 

advertising and perhaps the main part of the advertising for 

it to get it in the public's mind. 

In my own vision of the thing, you would have 

private collection boxes with whatever comes out of the 

Service as being the design of the P stamp with the rate, 

you would have the P stamp on each side of the private 

collection box, so it was clear in the public's mind that 

this was a collection box only for, you know, P rated mail. 

The design of that stamp and getting vendors to make secure 

collection boxes, where the collection boxes were going to 

be placed, you know, whether that was subject to negotiation 

or pure, you know, free enterprise, I think all those kinds 

of decisions would have to be worked out. 

I think there are a number of decisions that would 

have to be worked out, either between the Commission and the 

presort bureaus and other interested institutions that own 

and operate MLOCRs or between the Postal Service and the 
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presort bureaus, likely all three parties. And I think 

those negotiations, if everyone entered it in good faith, 

would still take a while. But once the details were in 

place, hopefully, che system could be up and running. 

But, realistically, I just would not expect much 

volume to come in before Christmas of calendar year 2001. 

Q When do you think that it would probably hit its 

stride? Assuming the volume starts then, when do you think 

that the P stamp concept would hit its stride? 

A I would say, hopefully, in time to help ameliorate 

this problem of electronic diversion. The P stamp idea, the 

idea of directly confronting electronic diversion with 

aggressive price competition by the Postal Service, and 

giving consumers who have benefitted indirectly from 

automation so far, but haven't benefitted directly, the 

capability of benefitting directly. 

The volumes, I think would begin to ramp up 

substantially in less than a year after the Postal Service 

put on a good, solid advertising campaign for it, you know, 

on the airwaves, TV, radio and what-have-you. And that 

would be my best guess. 

But I can't really model it. I, again, wanted to 

use that GAO forecast to try to give the Commission and the 

Postal Service some volume estimates, but I am not really 

able to use it for that purpose. 
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Q So the Postal Service would have this big 

advertising campaign where we tell people, come to the Post 

Office to buy your P stamps and affix them to your letters, 

but don't bring those letters back to the Post Office 

whatever you do? 

A I certainly didn't make this proposal in the 

spirit if being adversarial with the Postal Service. I 

think the idea of the P rate is that it brings the benefits 

of automation to a much wider range of the public than any 

other public automation rate that has been proposed. You 

don't need a computer to take advantage of this discount, as 

you would with some of the other discounts proposed in this 

case. You wouldn't need a computer at all, you would simply 

need the ability to purchase P stamps, or purchase a meter 

imprint of a P rate. And I imagine the electronic people 

could avail themselves of the P rate as well. 

But the intention isn't to take business away from 

the Postal Service, per se, it is to extend the benefits of 

automation to the general public, help the Postal Service 

become an aggressive price competitor where it, itself, is 

recognizing the need for some solution to this electronic 

diversion. 

And I think it is not bad to set up competition 

for the Postal Service's system of collection. I think that 

might enhance the productivity in that arena, and that is 
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all to the good as well. 

Q How would you advise the Postal Service to deal 

with P-stamp that ended up in its collection boxes, short 

two cents? 

A Well, it could simply be forwarded to the local 

presort bureau. It could be returned to sender, or you 

could absorb the two-cent loss. 

But I think the key to this is educating the 

public so that they would, in fact, know that if it has a P, 

if the stamp has a P on it, it only gets deposited in boxes 

that have P-meter imprints. 

I don't think that's a difficult hurdle for the 

general public to reach. 

I think that if these collection boxes are labeled 

very clearly, just like the Fedex private collection boxes 

are labeled very clearly, I don't think you'd have much of 

that problem. 

If a problem developed, I think we'd need to come 

up with a solution to it. But I don't - -  I would give the 

public some credit. 

And if the public had to deal with P-stamps and 

CEM-stamps in addition to basic First Class Mail stamps, do 

you think that there is a chance that there would be a lot 

of confusion regarding which stamps applied to which 

letters, and which letters should be deposited in which 
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boxes? 

A Well as you begin to multiply rate levels for 

different types of things, obviously at some point, it 

becomes confusing. 

I think I have gone on record in the testimony as 

stating that while I cannot say for certain that the P-rate 

would be a substitute or competitor to the Pitney Bowes 

proposals or the E-Stamp and Stamps.com proposals, for sure, 

it is intended to substitute for the CEM proposal. 

Q You mentioned earlier about if the Postal Service 

found P-stamp letters in its collection boxes, the one 

option it could exercise would be to take them to a local 

presort bureau. 

In a city where there were competing presort 

bureaus and P-stamp processors, how would the Postal Service 

decide which presort bureau to take the letter to? 

A Presumably, the closest one. I carrier comes - -  I 

do not know exactly what the circuit of your carriers is, 

but presumably the presort bureau that would be closest to 

the point of collection or where the collection ends up in a 

Postal facility would be one decision rule. 

Some other presort bureaus might scream at that, 

but there are similar allocation problems that exist now 

that have to be worked out, where there is more than one 

presort bureau in a city. 
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I’m confident that the presort bureau community 

and the Postal Service could work those out. 

Q So, let me see if I got this straight. P-stamp 

mail comes into a collection box, at some point in the 

processing, the Postal Service would identify it as 

short-paid mail, and at that point in the mail stream, the 

Postal Service would collect all such mail and take it to - -  

and then give it to a carrier to take to a presort bureau, 

along with regular mail delivery? 

a NO, I don’t think they would have make a separate 

trip. 

Q Along with regular mail delivery? 

A Well, let me answer what I think you’re asking. 

Postal Service employees make scheduled regular trips to 

presort bureaus as is. This wouldn’t entail any extra trip 

as such, and it would largely be a sunk cost. 

But, you know, I think the main point here is to 

minimize this problem from the outset, and that could be 

minimized in the advertising campaign. 

It can be made very clear to the public that in 

return for this special rate, it has to be deposited in 

special collection points, and not in a USPS delivery box. 

There are all manner of private sector services 

now being offered by Parcel Plus and what have you, and a 

lot of consumers avail themselves of those. I don’t think 
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this is just another one on the horizon. 

Q Are you familiar with a presort bureau that 

operated in Salt Lake City in the 1980s called React Postal 

Service, Incorporated? 

A Less familiar than you apparently are. I'm aware 

that there was some experiment that was tried, and I do 

recall it was in Salt Lake City, but I'm not familiar with 

the details of it. 

Q Okay. 

MR. TIDWELL: I have no further questions. 

CHAIRMAN GLEIMAN: When were going down the order 

before, we passed over Mail Order Association of America. 

Do you have cross examination, Mr. Todd? 

Now, having gotten you to drag up to the counsel's 

table there, before you answer, let me just say that 

whatever your answer is, we're going to take about a 

ten-minute break before we take up with the next bit of 

cross examining. The witness has been up there for about an 

hour and a half now. I think it's time to give him a little 

bit of a respite. 

But just so we'll know, you do have cross 

examination for this witness? 

MR. TODD: I'm afraid that's the bad news, yes. 

CHAIRMAN GLEIMAN: We look forward to it at 25  

minute after the hour. 
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[Recess. I 

CHAIRMAN GLEIMAN: Mr. Todd, whenever you're 

ready, please proceed. 

MR. TODD: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. TODD: 

Q Mr. Clifton, I am David Todd, and I'll be asking 

you some questions on behalf of the Mail Order Association 

of America. 

First, I would ask you to direct your attention to 

MQAA-3, "': 

[Pause. I 

A I have it, Mr. Todd. 

Q Did you, in responding to that and perhaps 

Question 4, review the PRC's decision in MC95-1, insofar as 

it discussed the creation of a subclass for automated mail 

within First Class Mail? 

A In answering this interrogatory? 

Q Yes. 

A Did I consult it? No, I just reviewed my 

testimony. 

Q <,Just your testimony? You didn't review the 

Commission's decision? 

A No. I understood the question to relate to - -  it 

says please confirm the purpose of your testimony, and I 
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went back to my testimony. 

Q All right, first, in your response to Question 3 ,  

you say while you were against a subclass in MC95,  because 

as of July 1 9 9 5 ,  there had been an investment in automation, 

but few, if any benefits received. 

I gather that wouldn't be the case as of July of 

2 0 0 0 ?  

A It appears that automation is working better for 

First Class, single piece mail, because of the improved RCR 

read rates, and to that degree, you're correct. 

Q And so I assume that if we were to go back and 

reexamine the question of a subclass, at least that reason 

for not recommending a subclass would no longer hold true; 

is that correct? 

A Not necessarily. I mean, part of the motivation 

for the P-rate in this proceeding is to bring the benefits 

of automation more directly to First Class, single-piece 

mail. 

And as I have stated in response, perhaps, to some 

of your interrogatories or those of your colleagues - -  I 

don't remember exactly which one - -  but I think I stated 

quite plainly that I think that if the Commission adopts the 

P-rate, I envision the idea of any subclass debate within 

First Class between workshared mail and single-piece mail to 

be moot and over with. 
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What will happen is, the private sector will begin 

to pre-bar-code and presort more and more of that remaining 

single-piece mail, and it will over - -  the First Class 

letter subclass will overwhelmingly, in a volume sense, all 

be - -  almost all be workshared. 

And the P-rate, as I envision it, would fit within 

the existing structure of worksharing discounts in some 

fashion, and the issue of subclass status for First Class 

workshared mail at that point will be completely moot 

because it will all be workshared. 

so - -  

Q So that this P-rate will have - -  Aunt Minnie will 

be in the exact same status as your clients, the National 

Association of Presort Mail; is that what you're testifying? 

A They will be receiving in a more direct sense now, 

the benefits from pre-bar-coding and presorting from what 

are lower cost operations in all likelihood, than USPS 

comparable operations, yes, sir. 

Q In your response to MOA?-4, am I correctly 

interpreting that response as saying that your position in 

MC95-1 was, we really want to keep all the First Class 

interests together, and we want to keep the big guys 

concerned about the small guys; is that a rough summary of 

what your position was or what you're saying your position 

was? 
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A Oh, I think I have humble sympathies along those 

lines. But I think the key point there is that with 

existing subclass structure being what it is, my clients, 

First Class worksharing mailers, have to worry not only 

about discounts, but what rate it's discounted from. 

And to that degree, there's a natural alliance 

between First Class single-piece mailers and worksharing 

mailers. 

It doesn't always follow through, because there 

can be quibbles within a family. But certainly if you can 

agree on more than you disagree on, you can agree on things 

that make sense to go forward much as the periodicals people 

have in this case. 

Q In your response to MOA&-3, you didn't confirm the 

proposition that your testimony was attempting to persuade 

the Commission that costing and pricing automation mail as a 

subclass would harm single-piece mailers. 

I would like to quote just one part of your 

testimony that was quoted by the Commission in its MC95 

decision. It's quoting - -  and I'm quoting from the 

Commission's opinion and recommended decision in MC95-1 at 

page Roman V, Arabic 8 ,  where they state: 

Witness Clifton concludes that the proposed 

reclassification of First Class, quote, quoting from you, 

"will weaken the ability of citizen mailers to contest rate 
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increase and will definitely lead to an escalation in costs 

and rate increases for this group in the short run and the 

long run." 

Was that testimony simply meant to say it would 

increase costs for this group, referring to the citizen 

mailer, let's say, because they wouldn't have the support of 

the presort mailers, or because, in fact, that mail would be 

more costly to handle? 

A I'd have to look  at the broader context in which I 

was quoted before I could answer your question, Mr. Todd. 

Q Because of the years that you have been at this, 

do you understand the purpose of a subclass and establishing 

a subclass within the mail stream? 

A Yes, I think I have read a sufficient amount to 

understand the purpose of it. 

Q If you could briefly summarize your understanding 

of the purpose of a subclass? 

A It's mail that, in essence, has similar 

characteristics. On the demand side, it isn't really 

differentiable from other mail pieces within that pocket. 

Q Had automated mail been established by a subclass, 

as a subclass in MC95-1, do you think that the rates for 

that type of mail would be much less than have been proposed 

by the Postal Service in this case? 

A I think I have been directly responsive to that in 
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one of your interrogatories. I don't recall exactly which 

one, but I don't believe that the rates would be - -  and the 

discounts, all things considered, would be dramatically 

different than they are now. 

I think chat with subclass, had subclass status 

been granted to First Class worksharing mailers in MC95-1, I 

wouldn't want to scate unequivocally that rates wouldn't be 

lower than they are now. 

I think I'm on record in the testimony in MC95-1, 

and in an oral cross examination in that record, that what 

seemed to me to be driving the benefits for First Class 

worksharing mailers in MC95-1 were a lot of the work rule 

changes and not the reclassification change per se. 

But as I have also stated, it wasn't my business 

in MC95-1, to examine everything that was going on with the 

Postal Service's subclass proposal for First Class 

worksharing mail. 

I was representing single-piece mailers, and 

that's the effort that I focused on. 

Q I would like to read just one additional brief 

excerpt from the Commission's decision in MC95-1, which is 

found at Roman V, hyphen, Arabic 16. 

The Commission there states: 

On the contrary, the Commission agrees with the 

positions of GCA and the OCA that a proposed 
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reclassification cannot be responsibly recommended without 

anticipation of its probable implications for the ratemaking 

process. 

One such foreseeable consequence is a potentially 

severe upward pressure on rates for the retail subclass as 

GCA, OCA, and other parties have observed, period. That's 

the end of the quotation. 

D o  you think it's a fair interpretation of that 

statement that the Commission decided that as a matter of 

policy, there ought to be some cross subsidization between 

First Class single-piece mailers in mail and the automation 

mai 1 e rs ? 

A I don't see any use of the term, cross 

subsidization in anything that you've quoted there, so - -  

Q I won't - -  you haven't reviewed the decision, 

however, either to respond to the earlier interrogatories or 

in preparation for your appearance today? 

A No, I have not reviewed the Commission's decision 

in MC95. Your interrogatories seem to go to my testimony, 

not what GCA said about my testimony, not what the 

Commission said about GCA or what the Commission said about, 

you know, GCA's expert witness. 

So, I answered them based on how I believe - -  

Q So is it your belief that there ought not be any 

cross subsidization between presort mailers and single-piece 
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First Class mailers? 

A I haven't really thought about the issue, and the 

issue of cross subsidization within the current letter 

subclass is not something I have considered. 

MR. TODD: I have no further questions, Mr. 

Chairman. Thank you, Mr. Clifton. 

CHAIRMAN GLEIMAN: Thank you, Mr. Todd. ValPak 

Direct Marketing et al, Mr. Olson? 

MR. OLSON: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. OLSON: 

Q Dr. Clifton, William Olson, representing Valpak. 

If you could turn to your response to ValPak-3(c)? 

A Yes. 

Q Do you see there the question had to do with the 

lessons to be learned from Express Mail as a product that 

once had a cost coverage far higher than First Class but now 

contributes very little to institutional costs. 

We asked you about that, correct? 

A Yes. 

Q Your response has an interesting phrase at the 

end. I want to ask you what you meant. I will try to 

paraphrase it. You seem to indicate that First Class was 

not going to be hurt by higher rates for Standard A 

Commercial because Standard A Commercial mail is price 
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inelastic. Is that a fair summary of what you said? 

A Well, I - -  what I said is on the record. It was a 

difficult question to understand and you will see in my 

answer that I have highly qualified my answer contingent on 

what I believe the question said, but it was a very, for me 

it was a very hard question to understand. 

Q Okay. Well, let's just take a clause and ask you 

what you meant 

A Okay. 

Q '' - -  because Standard A Commercial mail is price 

inelastic" - -  is that your testimony? 

A That Standard A Commercial mail is price 

inelastic? 

Q Yes. 

A Yes. Traditionally the absolute value of the 

elasticity is less than one. 

Q So you would say any - -  you are using an absolute 

definition of price elasticity and therefore any postal 

product that has a price inelasticity of less than 1 is 

simply price inelastic? 

A That's the definition. It's something that is 

often lost in these proceedings, but it is a fact. 

Q Okay - -  so you are not using any sense of relative 

elasticity among products but simply - -  do you know offhand 

if there are any postal products that according to Witnesses 
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Tolley and Musgrave are over 1.0 and therefore are price 

elastic? 

A I didn't go into elasticities in this case. 

Q Did you ever have occasion to compare First Class 

and Standard A elasticities as you answered this question, 

or at any other time? 

A The answer to that question is based on my 

knowledge as of R97, where I did get into price elasticities 

and I think went back through two or three rate cases and 

looked at the evolution of Tolley's numbers. 

Q Do you have a recollection as to whether - -  as to 

which, speaking relatively now instead of absolutely, but 

whether Standard A ECR or First Class work shared mail, 

which is more elastic? 

A They are both price inelastic. 

Q Right but relatively, can't one speak of two 

different products with elasticities both under 1 and talk 

in terms of one being relative more inelastic than another? 

Isn't that a term that you use in economics? 

A That one, but you said price elastic. I think one 

has to be very precise in these, Mr. Olson, because, to be 

candid about it, people who have been unloading on First 

Class mail for years as the monopoly class was saying, oh, 

it's price inelastic, and this is the only way we can 

generate revenues. 
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The fact is that you can generate revenues on any 

major volume because it is all price inelastic. 

You can just as well raise rates on Standard mail 

to generate revenue as you can on First Class mail. 

I feel very strongly about that and I think this 

issue over the years of relative price inelasticities has 

really disguised the fact that both classes are price 

inelastic and if you need to raise revenue you can raise 

revenue on Standard A Commercial mail just as easily as you 

can on First Class mail. 

Q Okay. Let's see if you can do it just as easily. 

MR. OLSON: Mr. Chairman, if I can approach the 

witness with this exhibit - -  

CHAIRMAN GLEIMAN: Certainly. 

[Pause. ] 

BY MR. OLSON: 

Q Dr. Clifton, I have handed you what is simply a 

page from Witness Mayes' testimony, USPS-T-32, page 6, which 

is a chart where she takes Witness Tolley's elasticities 

from his testimony, T-6, and the Priority and Express Mail 

elasticities from Witness Musgrave's testimony, T-8, and 

puts it into a chart. 

You have seen that chart before, I take it? 

A I have read Witness Mayes's testimony so I have 

come across this table, yes. 
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Q Can you compare for me relative elasticity of 

First Class work shared mail and ECR? 

A Do you want me to restate the numbers? 

Q State the numbers and compare the numbers, if you 

would. 

A Okay. They are both absolutely price inelastic. 

Work shared mail is ,251 with a negative sign. Standard A 

ECR mail is .808 with a negative sign. 

Q And if you compare those, do you not find that ECR 

mail is more than three times as inelastic as Standard A - -  

I'm sorry, that ECR is more than three times as inelastic as 

First Class work shared? 

A I think you probably mean the reverse, but you 

mean is the magnitude of the number for Standard A ECR three 

times that of work shared? Yes, it is a little over - -  the 

magnitude of the number is a little over three times 

greater. 

Q And one can properly compare these types of 

elasticities, can you not, in economics and judge which 

products are more sensitive to changes in price? 

A Well, the main judgment that all economists use is 

between a price elastic product and a price inelastic 

product. 

On a price inelastic product, you can raise rates 

and the extra revenue generated is greater than the loss of 
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volume. That is a definition of a price inelastic product. 

One can raise rates and generate greater revenue than you 

lose in volume on Standard A ECR mail and you can also do it 

with First Class work shared mail. You can also do it with 

Standard A Regular mail - -  and to single out First Class as 

is often done as being the only class or subclass in which 

you can raise rates, suffer a little loss of volume but get 

added revenue, that is no correct. 

Q Okay. I am going to ask you to respond to the 

question. I don't know where you are talking about singling 

out First Class. I haven't done that. 

I have asked you some simple questions about 

comparing elasticity of First Class work shared and Standard 

A, and I understand that - -  let me go back to my question. 

My question was whether it is not true that 

economists compare the elasticity of products even though 

those numbers may be, may have an elasticity of less than 

one and therefore are price inelastic. You can still 

compare those products to determine which is more responsive 

to changes in price, correct? 

A Yes. 

Q Okay. And in this case First Class or ECR is 

three times as responsive to changes in price as First Class 

work shared, correct? 

A That is another way of stating the different 
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relative inelasticities, yes. 

Q Correctly stating it, I take it? 

A Correctly. 

Q Okay, thank you. 

Let me ask you to take a look at the very next 

subsection of your response, where you talk about the 

Commission's - -  in the third line of your response - -  "gross 

misallocation of institutional delivery costs evident from 

Table 14" - -  that is of your testimony, page 62. 

Are you proposing an alternative method of 

attributing delivery costs in this docket? 

A NO, I am not proposing an alternative method of 

attributing them. I am simply saying that the only 

available means to the Commission given the cost coverage 

conventions that exist to address this inequity is to reduce 

the cost coverage on First Class mail and raise it on 

Standard A Commercial mail. 

Q So you are saying the Commission does not have the 

authority to change the way it allocates delivery costs in 

this docket? 

A I am not saying it does or it doesn't. I think 

that is a legal question and I don't know the answer to that 

question. 

My recollection of reading the record in R97-1 is 

that it was very sympathetic to the issues that Witness 
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Chown raised about how delivery costs are allocated, but it 

could not, for whatever reason, propose an alternative 

decision rule. 

Q Okay. I am asking you about two things. 

The first is did you propose an alternative method 

of attributing delivery costs, and I think you said no, you 

didn' t? 

A I did not, in my testimony, propose an alternative 

method in this case in attributing delivery costs. I have 

stated on the record though in response to at least one 

interrogatory which is part of the record that it would be 

better to attribute more delivery costs. 

Q And you did not propose an alternative method to 

do it? 

A No, I have not proposed an alternative method in 

this case. 

Q But, rather, you are asking the Commission to 

alter its allocation of institutional costs to make up for 

this gross misallocation of institutional delivery costs 

which it already has approved in prior dockets? Is that a 

fair summary of what you are doing? 

A I think that would be putting words into my mouth. 

I am putting - -  I am placing into the record a table, and a 

discussion which shows how institutional delivery costs end 

up being allocated under the current use of one cost 
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coverage for all Postal services. That looks to me like a 

gross inequity in the allocation of institutional delivery 

costs. 

I think the only practical and feasible way to 

address that inequity, if the Commission chooses to do so, 

is to begin adjusting the cost coverages between First Class 

and Standard A so that, in effect, Standard A commercial 

mail begins paying more of the institutional delivery costs 

and First Class mail begins paying less. 

Q And on page 62 ,  Table 14, where you talk about 

this fully allocated institutional delivery cost, do you 

ever discuss what fully allocated delivery costs are in your 

testimony, your direct testimony, other than in the footnote 

to that chart? 

A No, I do not. 

Q And there you show that for, for example, First 

Class presort, that allocated delivery costs are 2.1 

billion, fully allocated would be 3.1 billion. So you are 

indicating that even that product has an inadequately 

attributed - -  excuse me - -  an inadequate level of delivery 

burden being borne by it, correct? 

A Well, Mr. Olson, the table speaks for itself, and 

the difference between allocated and fully allocated is 

completely defined in that footnote. When one allocates 

cost coverages, applies them to the attributable costs by 
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the different groupings, one ends up under-allocating the 

sum total of institutional delivery costs. So I just apply 

a convention so that they end up being fully allocated, 

which is the final column. 

Q Well, I am not sure the table speaks for itself. 

What I was asking you to do is speak for the table, as the 

author of the table, and tell us whether it is not true that 

this table indicates that even First Class presort has a 

billion dollars of under-allocated delivery costs? 

A Of under-allocated delivery costs? 

Q The way you use the term, yes. Non-fully 

allocated. 

A No, that is - -  no, that would not be correct. 

Under-allocation here simply means that when I applied the 

cost coverages to the attributable costs, one still - -  one 

should, in principle, under that allocation rule, which is 

what I understand the allocation rule to be, have fully 

distributed those costs. You don't. So, you simply have to 

distribute the rest using the same relative cost coverages. 

Q Okay. Let me ask you this. On the line that says 

First Class presort and over on the right, you have 2 . 1  

billion institutional allocated. 

A Right. 

Q And 3 . 1  billion institutional fully allocated. 

How would you describe the billion dollar difference between 
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those two columns? 

A It is just a matter of simple math, it has no 

economic content at all. But you are taking this in 

isolation. Every Standard A mail commercial had an 

under-allocation as well, and in the subtotal - -  

Q No, I am aware. 

A In the subtotal, there was an under-allocation as 

well. So, I simply had to distribute, in accordance with 

the relative cost coverages, the rest in order to arrive at 

my final column, which is what I wanted to do for purposes 

of comparing what the assignment of institutional delivery 

costs is between the major classes. 

I think you are attributing something to the term 

in the footnote under allocation, something that is just not 

intended. It has no economic content at all, and no - -  it 

is a mathematical. 

Q Because the fully allocated column is pretty 

arbitrary, it is simply a mathematical exercise of taking 

this 2 . 4  billion and spreading it by volume, correct? 

A No, it is not arbitrary at all. Clearly, somebody 

pays those institutional delivery costs and what we are told 

is that all institutional costs are distributed on the basis 

of the cost coverages, and that is what I have done. 

Q Okay. Let's take a look at 4A. 

A Your - -  

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

( 2 0 2 )  842-0034 



12710 

F 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Our 4A. 

A Your Question 4A? 

Q Yes. We asked you about, in applying the non-cost 

criteria, the act, whether you saw differences between an 

expedited, prioritized rate category and, on the other hand, 

a ground transportation subclass such as ECR, and asked you 

which would support a lower coverage for ECR. And here 

apparently you had problems understanding the Question 2. 

But let me just focus on the last sentence of your response. 

You said, "In many industries prices are set so that those 

purchasing the entire bundle of services receive better 

prices than those purchasing only one service." 

Is that intended to mean that people who use ECR 

would get a worse price than people who use Standard A 

Regular? 

A Well, I am saying that would not be an unusual 

situation in a pure market circumstance. I think businesses 

like to drive customers to their doors, and they often give 

volume discounts or, in the case of where they are offering 

multi-products, if you buy more than one product, yeah, they 

might very well be likely to get better prices than someone 

coming in and buying only one product or a very narrow range 

of the services they offer. 

I am not saying that is or is not done with ECR, 

but I am saying in markets that happens all the time. 
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Q And you would say that was a rational and 

appropriate pricing structure? 

A Would be as applied to ECR? 

Q Would be in the context of your response about 

many industries? 

A Well, you know, unless they get checked by the 

antitrust authorities, I assume it is efficient market 

operations. 

Q Do you feel the same way about First Class 

workshared mail in that First Class product that uses the 

entire bundle of services, as you put it, should get a 

better price than those purchasing only one service like 

First Class workshared? 

A The thought had occurred to me. I think the 

equity and allocation issues are that, you know, ECR mail 

comes in, and just comes - -  

Q My question doesn't have anything to do with ECR. 

A Okay. If you are just asking should First Class 

worksharing get a better price because it uses all the 

services? 

Q No. Not workshared. Should First Class 

non-workshared get a better price, because it uses all the 

services, than First Class workshared, which, as you say 

then, uses only one service, or less than all services? 

A I think First Class workshared uses most services. 
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First Class single piece uses just about all the services. 

Should it get a better rate? I haven't said that in this 

case. I have simply said what happens in the private sector 

in response to your interrogatory. 

Q Do you find a disconnect between the private - -  

you didn't have any problem drawing the connection between 

Standard A Regular getting a better rate than ECR, but you 

seem to have a problem with Standard A workshare getting a 

less good deal than First Class generally. Is there a 

reason for that? 

A No. As you mentioned, this is another question 

that I found difficult to answer. I start by saying it is 

not clear from the question what your reference point is. 

And I note at the end, many industries' prices are set so 

that those purchasing the entire bundle of services receive 

better prices than those purchasing only one service. I 

don't see that I have said, in response to this question, 

anything about First Class directly. 

Q No, I am trying to get you to right now. I am 

trying to get you to draw that comparison. You seem to be 

happy to make it between Standard A Regular and ECR, and I 

am trying to get you to draw the same parallel between First 

Class workshared and First Class. 

A Well, what do I say about ECR here? I say, "I do 

not see that ECR's alleged lower value of service warrants a 
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lower cost coverage." It is something, in First - -  if you 

consider it - -  let's put it this way, if you consider that 

factor for ECR in a Postal rate proceeding, presumably, you 

should consider it for everything. 

Q Okay. I will accept that. Let's take a look at 

the next response to B there. Again, there is where you are 

talking about how far more delivery costs could be 

attributed than is now done under existing procedures. It 

is coming out of our prior discussion about your critique of 

the Commigsion's allocation of delivery costs. 
/ $ '  2 
ill '' 

$*I don't believe I have critiqued the Commission. A 

Q ,Well, today, you have made some comments about - -  

I think the language, let's see we can find the language you 

used. Gross misallocation of institutional delivery costs. 

Wouldn't you call that a critique? 

A I wouldn't say it is necessarily a critique of the 

Commission. It is something built into years of Postal 

rate-making, which begins with Postal Service proposals 

which the Commission has to grapple with. I am not 

critiquing any particular party. I just think it is a major 

existing :>  inequity. 
!. 

Q !$;What I am trying to get at with respect to this 
I ,  

Subsection B, is, you say that were that to be done in any 

objective,way, the comparison with the current allocation of 

unit delivery costs . . .  would reveal the current structure 
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leads to cross subsidy of Standard A commercial by First 

Class. 

First of all, focusing on your phrase, any 

objective way, what - -  have you thought about what criteria 

you would'use to develop an objective method of attributing 

delivery costs that exceeds the current levels of 

distribution? 

A I have not done that analysis as of today. 

Q If we - -  would you accept - -  I didn't look it up, 

so I'm not representing this to be exactly accurate - -  that, 

on average, ECR mail has about a unit contribution of about 

eight cents? Would you just accept that for purposes of our 

discussion? 

If you were to find that, say, the delivery costs 

of ECR were understated by four cents, that there would 

still be, according to my example, a contribution of 

institutional costs of four cents, correct? 

A If you could rephrase the question. You're saying 

it's eight cents and now it's suddenly four cents? 

Q NO. The contribution to institutional costs, I'm 

asking you to accept that it's now about eight cents per 

piece. 

A Okay. 

Q And if you were to do this type of analysis that 

you have not done, and you were to find that the ECR 
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delivery costs were understated by as much as four cents, 

I'm saying, isn't it true that ECR would still cover its 

cost and make a four-cent contribution to institutional 

costs? 

A That would be correct. 

Q And there would then be no cross-subsidy of 

Standard A by First Class, correct? 

A Under your numbers, yes. 

Q Can you conceive of an analysis of delivery costs 

that would cause the delivery costs of Standard A ECR to be 

more than four cents more than they are now? 

A I haven't thought about the issue. Just ECR or 

regular and ECR? 

Q ECR is what I'm focused on at the moment. 

A I haven't taken that step. 

Q Let me ask you another question here: This is 

Question E. You say you didn't understand it, but this is 

one where I didn't understand your answer. 

E says, 4(e) says, which subclass has a higher 

cost coverage under the Postal Service's proposed rates, 

First Class letters and sealed parcels, or Standard A ECR? 

And your answer is, the latter, period; and I 

understand that ECR does have the higher cost coverage under 

the Postal Service's proposed rates. 

And then you add the following: However, this is 
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not and never has been a meaningful comparison from the 

standpoint of economic analysis and what any market analysis 

would call comparables for an arm's-length analysis of 

similar transactions. 

Could you help me through that response? 

A Yes. As I mentioned earlier today, I think that 

the closest corresponding mail streams that correspond to 

characteristics for costing and pricing purposes for First 

Class workshared mail, is Standard A, Regular Mail. 

Within First Class workshared mail, you do have a 

rate category, enhanced carrier route, First Class 

workshared mail, and that has a separate rate associated 

with it. 

I would consider that rate category to be a mail 

stream which is, you know - -  comes closer to resembling 

Standard A ECR, but Standard A ECR, a lot of it is drop 

shipped. 

And it is presorted to carrier - -  enhanced carrier 

route. And Standard First Class workshared mail is not 

dropped shipped, and, in general, with the exception of that 

one rate category, it is not presorted to carrier route. 

So I don't view it as a very good comparable. 

Q Okay, again, let me just go back. The question 

simply asks which subclass had a higher coverage, First 

Class or Standard A ECR. 
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And then you say this is not and has never been a 

meaningful comparison. You're talking about First Class and 

ECR? You shouldn't be comparing those? 

A No, I'm saying that from the point of view of 

economic analysis, I don't view them as comparables. 

I think, well, I can't explain that any better 

than I have. You set up the question of asking a 

comparison. 

I gave you the answer, but I also qualified it by 

saying that I don't think this is a meaningful comparison on 

economic grounds. 

Q Okay, help me with the last part of it. What does 

it mean to have an arm's-length analysis of similar 

transactions? 

A Well, I just mean that when prices are set in a 

free market, it's terminology that's used in transfer 

pricing and international work that the Treasury all the 

times - -  which I sometimes dip into. 

But an arm's-length transaction is just a market 

set price. 

If you have a controlled price, and you're looking 

for a comparable in the free market, you're looking for a 

comparable that's a non-controlled price, and that is set at 

arm's length, meaning by free market forces. 

Q An arm's-length analysis of similar transactions, 
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how would free market forces help us compare two different 

Postal products with each other in terms of coverage as to 

which should be higher and which should be lower? 

I'm a at a loss to understand that. 

A Well, if the prices were set in the free market, 

you could then compare the two. But for meaningful 

comparison, they have to be similar products, similar 

services, et cetera, et cetera. 

And I don't view Standard A ECR mail stream to be 

comparable to First Class workshared mail, in general. It's 

a little more comparable to one of the rate categories 

within First Class workshared family, but it's not nearly as 

comparable as Standard A Regular is. 

Q You would compare, however, First Class workshared 

and Standard A ECR, correct? 

A I compare them for purposes of addressing some 

cost coverage issues, particularly as far as the delivery 

cost and equity that we've talked about is concerned. 

Q Would they be called comparables for arm's-length 

analysis of similar transactions? 

A It depends at what point you're talking about. I 

think at the point of delivery, yes, they would be, Mr. 

Olson, and that's the whole point. 

Q If we're talking about comparing coverage, how do 

you compare coverage at the point of delivery? Coverage is 
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for the product; is it not? 

A If delivery is the main service, this is gone into 

at great length. I'll quote it again, because I'm a great 

fan of it, Sharon Chown's testimony in R97-1 for NAA: 

There are different Postal services, and delivery 

is one. If one subclass uses a Postal service that happens 

to have a very low attribution of costs and very high 

institutional costs, and the other class uses all services, 

there's a real benefit conferred on the mail stream that's 

just using the service that has very little attribution of 

costs, and the other classes end up paying a lot of that. 

Q Well, let's talk about another answer to an 

interrogatory that is reminiscent of Sharon Chown and see if 

I would understand how it would work if we did things the 

way that you seem to be recommending. 

It's in Interrogatory 5(b). I don't think we need 

to read the question and the answer as much as simply the 

sentence that you end your answer with. But, of course, in 

your answer, I'm sure you'll refer to anything you need to. 

But let me just read you the sentence I want to 

focus you on: Furthermore, I think value of service 

differences should be reflected first in attributable cost 

differences; second in institutional cost differences, 

reflecting differences in attributable costs - -  I'm skipping 

the paren - -  and only lastly in different cost coverage 
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ratios. 

Here's my question: If first is costs, and second 

is something about institutional costs, are institutional 

costs in both Category 2 and 3 of what you're proposing? 

One is cost and then you have 2 and 3. Are 2 and 3 some 

subdivision of institutional costs? 

A Yes. And Number 2 is simply applying a benchmark 

competitive pricing scheme of identical markups over 

attributable costs, what you might call identical cost 

coverage ratios. 

Common costs have to be covered in some fashion, 

and at least as I go about it as an economist, I begin with 

a competitive market circumstance where there would be an 

identical percentage markup on attributable costs. 

And for various reasons, that can't work in this 

regulatory setting, we know. So you would have to deviate 

from that competitive equal percentage markup norm in 3. 

The question is the degree to which you deviate 

from it. 

Q Are you recommending that the Commission use this 

three-step methodology in determining rates? 

A Not in this case. I'm suggesting they use what 

they have at their disposal, a single cost coverage ratio by 

class and subclass, and begin to address some of these 

delivery cost inequities. 
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And it's possible to do that. They don't have to 

have a different decision rule. 

Q Okay, let me finish with your response to 

Interrogatory 7 ( b ) .  And let me read you the question and 

then suggest that I can't find your answer to this question: 

Please confirm that the Postal Service's proposed 

rates in this docket would result in a more aggressive 

narrowing of the gap between markups for First Class letters 

and Standard A commercial than resulted from the rates 

recommended in Docket Number R97 .  

And you talk about various excerpts of prior 

decisions in R90,  9 4 ,  and 9 7 ,  but what I was focused on was 

the Section (a) there where we asked you to confirm the 

markup index is 1 . 1 7 0  for First Class, .910 for Standard A 

commercial, and the difference is . 2 6 .  You confirm that, 

correct? 

A Yes. 

Q Okay, and that that . 2 6  is less than, indicating a 

narrowing of the gap; it's less than the . 3 1 4  in R 9 4 - 1  and 

less than . 3 5 9  in R 9 7 - 1 .  

I know those differences that I just read you, 

. 3 1 4  and , 3 5 9  don't appear in the question. 

A Nor does the . 2 6 ,  but it can be inferred, I guess. 

Q Yes, it's just the subtraction of one number from 

the other. 
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A Right. 

Q And that's the gap, that's the differential. So 

the question is, please confirm that the Postal Service's 

proposed rates would result in a more aggressive narrowing 

of the gap between markups for First Class letters and 

Standard A commercials than in R97-1. Can you confirm that? 

A I will stick with the answer that I have given in 

(b). I do not think they are more aggressive. 

Q Is . 2 6  less than . 3 5 9 ?  

A Yes, it is. 

Q Okay. 

MR. OLSON: That's all I have. 

CHAIRMAN GLEIMAN: Is there any followup? Mr. 

Baker? 

MR. BAKER: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. BAKER: 

Q Dr. Clifton, Bill Baker. A couple of quick 

questions for the NAA. 

Counsel for ValPak asked you a question on the 

comparison of First Class workshared mail and ECR and I 

believe I heard you say that you would find there is a 

particular category within First Class workshared which was 

comparable to the ECR but perhaps not all of First Class 

workshare. Is that a correct understanding of what you 
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said? 

A Correct. 

Q And which category or what would be the categories 

of First Class workshare that you would think would be more 

comparable to ECR? 

A The Enhanced Carrier Route rate category for First 

Class workshared mail. 

Q So are you talking about carrier route 

workshare - -  

A Yes. 

Q - -  First Class mail, okay. Also, you were asked 

by counsel for ValPak a question that we'll call sort of a 

hypothetical loosely based on reality that assuming that the 

unit cost of ECR mail - -  unit contribution rather, 8 cents, 

and that the properly calculated delivery costs were 4 cents 

greater than current measurements suggest, then that would 

reduce - -  then would it not be true that the institutional 

cost contribution would be reduced from the 8 cents by 4 

cents? 

Do you remember that discussion? 

A Yes. 

Q And you assumed there would be no change in price. 

A That is implicit, yes. 

Q Does it follow that if the true costs, properly 

measured costs, were higher and the price the same, then the 
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cost coverage is less? 

A Yes. 

MR. BAKER: Thank you. I am tempted to ask a long 

line of questions about Sharon Chown's testimony in the last 

case, of which testimony I am quite fond, but I will spare 

the record that at this time. 

Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: Any additional follow-up? 

If not, that brings us to questions from the 

bench. Are there questions from the bench? Commissioner 

Oma s ? 

COMMISSIONER OMAS: Dr. Clifton, in your testimony 

as well as in your cross examination with UPS you mentioned 

a potential use of the P stamp with Christmas cards being a 

large user of the P stamp as an example. 

Usually Christmas cards are handwritten and are 

not as clean mail as most presort mailers are used to. 

What kind of requirement would the presort mailers 

have as far as it relates to handwritten as opposed to type, 

or would you require that the Christmas card labels be 

typed, and what volumes do you see in either handwritten or 

typed? 

THE WITNESS: I will be as responsive as I can. 

I can't so much talk about numbers. I think part 

of the education campaign that everyone would have to 
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undertake if the P rate were adopted would be what the 

presort bureaus now do with the large volume business 

customers and the Postal Service also does - -  the mail needs 

to be prepared in such a way to be read and prebarcoded and 

presorted. 

Whether that worked out in the long run to mean 

that people sending the Christmas cards had to put labels on 

them I don't know. 

What I am just very impressed with is the 

confluence of different forces coming into this proceeding. 

One is improved RCR read rates, and my understanding is that 

includes an ability to read a lot of handwritten mail, so 

you have that technology available not only to the Postal 

Service but to the private sector. 

Second, what George Tolley mentioned in his 

testimony, namely that there has been a great growth of 

presort bureaus into midlevel and even, you know, low level 

cities, not just the major metropolitan areas - -  so you have 

got good coverage going on now. 

Then the need to do something about the threat of 

electronic divergence. 

You just have a unique opportunity. 

I think it would be up to the presort bureaus, the 

Postal Rate Commission, and the United States Postal Service 

to cooperatively work out how to handle non-readable mail. 
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An education campaign could reduce it, I think, greatly. 

I am told by NAPM that the private sector has the 

ability to what they call "RVE" that mail that can't be 

directly prebarcoded or read by an RCR, where you go to a 

labor-intensive method where someone is reading the address 

on a computer screen. The private sector has the capability 

now to do that and does to some degree. 

The same kind of process that now goes on at the 

Remote Barcode Centers would now go on at the presort 

bureaus in the contemplated scenario. 

But I think between the education efforts to 

prepare that Christmas card mail and the improvement in 

technology, between those two factors, you could probably 

minimize the potential problem you raise. 

COMMISSIONER OMAS: All right. And one final 

question. Do you foresee any difference in the service 

standards that the presort mailers would apply to the mail 

that is collected from the P stamp boxes around the city or 

wherever, as opposed to that that is brought directly into 

the presort bureaus? 

THE WITNESS: Those are one of the thorny details 

that I think would have to be worked out. And I think that 

Mr. MacHarg spoke to that issue this morning. And, you 

know, I think the limit, practically speaking, if I 

understood him right, would be daily pickups. In some 
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places, that might not be feasible, such as churches. But, 

for example, if consumers bring their monthly bills into 

their place of work and deposit them there, presumably, 

those office buildings could be places of daily pickup, not 

only for the business mail generated in those offices, but 

also for workers who bring their mail, P stamped mail, 

placing them in those offices Monday through Friday. 

You know, the tension is going to be the presort 

bureaus will do what enables them to make a profit. The 

regulatory authorities, the Postal Service have to work with 

the presort bureaus and set those standards in a way so that 

the presort bureaus don't lose money, but that, also, the 3 2  

cent proposed P rate still is a First Class stamp, and 

people have a right to expect First Class service standards. 

And in between those two poles, I suspect you can reach a 

happy medium. But I could not tell you what that would be 

at this time. 

COMMISSIONER OMAS: Thank you. 

CHAIRMAN GLEIMAN: Commissioner Goldway? 

COMMISSIONER GOLDWAY: I take it you are familiar 

with some of the other proposals that have been made for a 

CEM stamp or an IBIP stamp? 

THE WITNESS: A CEM, I am familiar with, because I 

respect the people who have been trying to do that for some 

years at OCA and within the Commission. Others, I am not 
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too familiar with. 

COMMISSIONER GOLDWAY: The IBIP involves a lower 

rate for stamps that are prepared in office using the 

E-stamp, Stamps.com technology. I take it that your strong 

feeling is then that a small discount, whatever that is, 2 

cents, 3 cents, in these proposals, is enough of an economic 

incentive to make the average person alter their mail in 

some way to get a benefit? 

THE WITNESS: I think not for single piece 

mailings, no. But I think for - -  as I say, I buy rolls, you 

know, the 33 cent rolls, that is 100 stamps, that is what I 

use to pay monthly bills, and then it does go for other 

things like correspondence. Whenever people are buying in 

bulk, it does make sense. If they are going to the Post 

Office to mail a single piece of mail, no, I don't think the 

P rate makes a whole lot of sense for that. But I think 

most of the mailstream today is current things, monthly 

statements, and then there are the surges that happen around 

the holidays. 

And you would have to experiment in the market 

with what the appropriate discount would be. My main point 

is that it is possible to greatly expand the ability to 

pre-bar code and presort mail that is now entered into the 

Postal Service's single piece mail. I think there are 

savings to be had all around. I think there are benefits to 
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consumers. Whether it works out at 2 or 3 cents is just, in 

the give and take of the marketplace, you would have to work 

it out. 

But I think when people are buying in quantities 

of a hundred, if they can save 2 cents on a hundred, that is 

$2. If it is 3 cents, they can save $3 .  That would be 

enough of an incentive for me. But I haven't done market 

research, and, hopefully, within the wisdom of Commission, 

if it feels it is a feasible idea, it has resources, the 

Postal Service has resources. The presort bureaus know what 

their own costs are, and others that are interested in this, 

like universities. You ought to be able to reach a 

consensus and make it feasible, I think. 

COMMISSIONER GOLDWAY: Well, in your understanding 

of what it would take to work out the glitches and deal with 

the fine points of this proposal, should we also consider 

CEM? Should that be included in this or should it be a 

separate process? 

THE WITNESS: If I understand CEM, I think it 

would be subsumed in some sense by the P rate. I don't take 

any pride of authorship in the idea of the P rate, per se. 

But I think one reason to subsume CEM within it is that the 

P rate is unique in that it has the ability to attract far 

more volume than either CEM or any of the other proposals 

put forward. I think that is what is really good for the 
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consumer about it. 

I think it helps the Postal Service out more than 

any of the other proposals, because it avoids a lot of 

costs, helps them aggressively compete price-wise in 

response to electronic divergence. And it delivers the 

benefits of automation in a way that I think the Commission 

has wanted to for many years, but hasn't quite found the 

right formula to get it through and actually get it 

operating, other than very limited volume ideas like QBRM 

and what-have-you. 

But I think it is a great PR idea for the Postal 

Service. They have invested heavily in automation and they 

can make it clear to the public that they are getting a 

direct benefit out of it in this way. 

COMMISSIONER GOLDWAY: Thank YOU. 

THE WITNESS: You're welcome. 

CHAIRMAN GLEIMAN: Commissioner Covington. 

COMMISSIONER COVINGTON: Thank you, Mr. Chairman. 

Good afternoon, Dr. Clifton. I have a few 

questions I wanted to direct to you to obtain your response. 

In reading the testimony that you submitted to the 

Commission here in R2000-1 ,  and I would imagine the United 

States Postal Service possesses some contrary belief to some 

of the things that you may feel - -  positions they may have, 

in particular, with where worksharing is and whether or not 
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worksharing has or has not peaked. I think that was the 

term that you used. As far as the concept of worksharing, 

do you see any refinement or any room for any new 

initiatives in that area that could be entered into in 

conjunction with the Postal Service at this point in time? 

THE WITNESS: Beyond the P rate, I think that is 

the main one. There have been rumblings about having a drop 

ship discount for First Class discount for First Class, and 

I just don't know whether that would be utilized, I can't 

really comment on it. 

I know there are other requests for, you know, 

special forms of discounts in this proceeding that reflect 

worksharing, such as the Pitney Bowes proposal. A s  I have 

stated, I haven't really examined those proposals in depth, 

and I can't - -  I have to more or less be neutral on them. I 

can't comment on whether they are good ideas or not. What I 

think I can state unequivocally is that the idea of 

additional worksharing through a P rate should attract a 

heck of a lot of volume. 

COMMISSIONER COVINGTON: More so than what the 

Postal Service is realizing now? 

THE WITNESS: Well, the Postal Service now does 

that prebarcoding and presorting that would then get moved 

to the private sector, so that more and more of the mail 

would be entered in bulk. What is now single piece mail 
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would enter the system in bulk along with the existing 

prebarcoded and presorted mail, rather than entering the 

system as single piece mail having to be faced cancelled, 

all those other steps. 

It would now enter in bulk with the existing 

billions of presorted, prebarcoded letters, so you would 

avoid a lot of steps in the process. 

COMMISSIONER COVINGTON: Speaking of that, I also 

noticed that you are no stranger to testifying here in not 

only mail classification but rate cases as well, and I think 

you stated that three rate cases in regards to what some 

would look at as being an estimation of true cost, you 

stated, Dr. Clifton, that - -  and I would need to know 

whether this is your, still your contention and I am 

paraphrasing, so to speak - -  that it would not be so drastic 

if there was an abandonment of the model cost approach by I 

guess the Commission or USPS in favor of a direct cost- 

revenue analysis approach for remaining categories of First 

Class workshared mail. Is that correct? 

THE WITNESS: I stated that, yes. 

COMMISSIONER COVINGTON: Okay, and then you 

further stated that this would be applied as far as basic 

automation, three-digit presort, prebarcoded, and five-digit 

presort prebarcoded pieces. 

Now can you explain to me, being the layman that I 
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am, what presort, prebarcoded means? 

THE WITNESS: There are different tiers of 

worksharing discounts depending on to what degree a mail 

piece is workshared. 

The most basic level of the three you are talking 

about is letters prebarcoded by the private sector. Even 

that is subject to some presortation, but not down to the 

first three numbers in the five number zipcode. 

When you go from that rate category of a basic 

automation letter and a discount for that worksharing, you 

can further workshare the letter in First Class by 

presorting it or just, say, sorting it to the first three 

digits of a zipcode. It then gets entered not only as 

prebarcoded mail, but there is an additional discount for 

doing the work to presort it to the first three numbers in 

that zipcode, so I awkwardly used the terminology 

"prebarcoded presorted" . 

When you get down to the finest level at least I 

am concerned with in my testimony, five-digit presort 

prebarcoded, it is a prebarcoded letter. That is done in 

the private sector. It is presorted at the first three 

digits and then it is presorted to an extra two digits, so 

that it is presorted to the first five numbers on that 

zipcode and it then enters the Postal Service with all that 

sorting work already done. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  



8 

9 

1 0  

11 

1 2  

13 

14 

15 

1 6  

17 

18 

1 9  

2 0  

2 1  

22  

2 3  

2 4  

2 5  

12734 

It then is further sorted by the Postal Service 

down to carrier route on these barcode sorters that they - -  

DBCS I think is the terminology for the Delivery Point Bar 

Code Sorters. That is the final step that they apply to the 

mail that is already entered, heavily sifted and sorted. 

COMMISSIONER COVINGTON: Okay. Another point, Dr. 

Clifton. I have been sitting here trying to remember where 

I read some comments or some thoughts that you put to paper 

as it results to the RCRs, the Remote Computer Readers, and 

I think somewhere in your testimony you discussed the effect 

that that has on processing costs. 

Do you recall it? 

THE WITNESS: I'm sorry, I think I missed the last 

sentence, the effect RCR had on what costs? 

COMMISSIONER COVINGTON: On processing costs. 

Would that be processing costs from a standpoint 

of the presort bureaus or would it be in conjunction with 

what the United States Postal Service would be doing? 

THE WITNESS: The RCR technology is sort of an 

intermediate step between mail going through the Postal 

Service's machines and being prebarcoded versus having to be 

read at a remote barcode site where you manually encode the 

rest of the address before you can re-barcode it. 

The RCR technology, if I understand it right, is 

an intermediate step that has had great success where before 
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you have a person by hand try to finish the address so that 

it can be barcoded, the Remote Computer Reader attempts to 

do that. 

Apparently it is very impressive, the success 

rate, and increasing success rates, that that technology has 

had within the Postal Service. 

I do not know the extent, to answer the other part 

of your question, to which the private sector currently uses 

RCRs or whatever their own terminology is for them, but to 

the best of my knowledge the Postal Service doesn’t have a 

patent on it. It is not owned by the Postal Service, so the 

same technology would be available to the private sector to 

use for those pieces that cannot be barcoded directly when 

they are run through the MLOCRs in the presort bureaus. 

COMMISSIONER COVINGTON: Okay. One final 

question, Dr. Clifton. 

This morning I am quite sure you are aware that we 

had Witness Dennis MacHarg here, and in a lot of the 

interrogatories, requests that you received you found 

yourself redirecting stuff over to him, whereas he found 

himself redirecting certain stuff back to you, but I posed 

this question to him this morning and I understand that you 

have a position or you advocate a stance as far as the 

Commission is concerned, but I believe that in your 

testimony that you submitted to us that you stated that you 
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would urge us as the PRC to do more IOCS sampling. 

My question to Witness MacHarg this morning was 

how do you propose USPS deal with IOCS tallies as it relates 

to First Class workshared mail, and then as far back as 

R97-1 there have been some thoughts about whether or not 

there was even enough IOCS data collectors in place to deal 

with what goes on with presort bureau activity. 

Can you give me your opinion on that? 

THE WITNESS: It would take days for me to give 

you my opinion on that. 

IOCS tallies in regard to the extra ounce study submitted by 

the Postal Service for First Class presort letters, and, as 

I have tried to clarify today, it is not only a problem with 

the sample size from the IOCS is way too small, somehow in 

the way that is being done, you are just getting very, very 

bad data results, and I cannot even begin to know why, but 

you are. Increasing the sample size wouldn't necessarily 

solve that problem. 

I mainly deal with the issue of 

Insofar as direct measurements using IOCS and 

other methods of rate categories within First Class, I just 

believe we might get a set of mail processing costs out of 

that direct CRA measurement that is - -  I am going to choose 

my words carefully here, that is a little more analytically 

objective than what we may be getting a this point with 

modeled costs for Basic Automation. I don't know what that 
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would cost, but how much more can it cost, because in this 

rate case, they introduced the ability to do a direct CRA 

measurement for non-automation presort? They can already do 

it for single piece, and they already have it for carrier 

route within First Class. How much more can it cost to do 

it for the three other remaining rate categories? 

If we are not going to be able to reach good 

decisions with the modeled cost approach introduced in MC 

95-1, maybe in the long run it would save money if we set up 

a system to just directly measure those remaining three rate 

categories within First Class. You know, it would mean a 

lot lower budget for me as a consultant, but I really think 

it is in the public interest perhaps to do so at this point. 

COMMISSIONER COVINGTON: Okay. Thanks for your 

insight, Dr. Clifton. 

That is all I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: Dr. Clifton, I have a few 

questions. First, I just want to make a comment, that there 

is no question in my mind about the importance of presort 

and other workshared mail to cost avoidances by the Postal 

Service. I am convinced, and have been for a long time, 

that if a significant portion of presort and other type of 

workshared mail were dumped raw into the Postal system, 

there would be significant problems for the Postal system in 

terms of processing and, ultimately, delivery of that mail 
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in a timely manner. 

Having said that, though, I do have a couple of 

questions. First, about your P stamp idea, you have 

mentioned that there is a benefit, that it would extend the 

benefit of automation discounts to others and, also, you 

have talked about the concern over electronic diversion. 

And I was wondering if you could tell me what you think the 

mail that is most susceptible to electronic diversion is. 

THE WITNESS: I haven't done any independent 

analysis. I have read the GAO report. I have read your 

comments and testimony you have presented in Congress. I 

have had some discussions. I think it is probably bills and 

bill payments. It is not, you know, it is not likely to be 

greeting card mail, although there is a lot of that going 

online. 

CHAIRMAN GLEIMAN: In terms of percentage of First 

Class mail, is there a larger portion of it that is 

transactional mail, bill and bill payment mail, or greeting 

card and other communications, letter writing and the like? 

THE WITNESS: Well, I mean I think for some time, 

I donlt have the exact volume numbers, Mr. Chairman, but I 

think most of it is not household to household mail. From 

the First Class Diary Study, it is business to household and 

household back to non-household. 

CHAIRMAN GLEIMAN: If, indeed, the mail that is 
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most susceptible to electronic diversion is transactional 

mail, and that is indeed the larger portion of First Class 

mail that is on the table here, why would want to charge off 

in the direction of a P stamp that would be more widely 

available, as you indicated earlier, to individuals, than 

focusing in on CEM, which, while geared primarily towards, 

or entirely towards a reduced rate for Courtesy Reply 

envelopes, would apply to the mail that is most susceptible 

to diversion? Isn't it better if you are going to go out 

there and try and market something, which is a lot of what 

you talked about with respect to the P stamp, isn't it 

better to go narrow, focused on the mail that is more likely 

to be diverted into electric commerce, and, also, mail which 

wouldn't require the additional establishment of some type 

of new collection system that private citizens would have to 

concern themselves with? 

THE WITNESS: I would say that the appeal of the P 

rate over the CEM is that it would treat the broadest amount 

of the citizenry equally. There is also no guarantee that 

those courtesy envelope pieces ever get used. I sometimes 

lose those envelopes in my monthly bill payments, and I put 

a stamp on my own envelope in sending the utility bill back. 

So, no savings happen, and, yet, you know, someone gets a 

credit for it. 

In addition, Mr. Chairman, I would say that you 
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are right that CEM focuses on the main mailstream, but it 

still has associated with it all those costs of entering the 

system just as a pre-bar coded piece, rather than presorted 

to 3 and 5 digits. And it also enters as single piece mail, 

which has, you know, even additional costs associated with 

it. 

So, I would say the idea of the P rate entails 

broader coverage than CEM. I think it offers a greater 

guarantee. The savings to the Postal Service are, in fact, 

forthcoming, and it potentially offers greater savings, 

because I think all of this P rated mail would be presorted 

to at least 3 digits, and possibly much of it to 5 digits. 

But, as I have stated before, I am certainly not an opponent 

of CEM. 

CHAIRMAN GLEIMAN: Do you envision P stamp mail 

being delivered ultimately to an address by a carrier? 

THE WITNESS: Certainly. I do not envision P rate 

mail being delivered by anyone but Postal Service carriers. 

CHAIRMAN GLEIMAN: My point is you expect it to be 

delivered to the, ultimately delivered to the address by a 

carrier of some sort, the address that is on the envelope? 

THE WITNESS: Yes, sir. 

CHAIRMAN GLEIMAN: Okay. Do you know whether 

Courtesy Reply Mail is generally delivered by letter 

carriers to the address on that courtesy reply envelope or 
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is it perhaps held by the Postal Service for pickup in many 

cases, thereby avoiding delivery costs which wouldn't be 

avoided by a P stamp? 

THE WITNESS: That is correct, but for that type 

of mail under a P rate I don't think there would be much of 

a problem in putting a tag on it to have it within the 

Postal Service avoid those costs if people want to do it 

that way, would there? 

CHAIRMAN GLEIMAN: If you lose your courtesy reply 

envelope, and you take one of your envelopes out of the box 

of envelopes that you have bought at the stationery store, 

and you address it, even if you address it on your computer 

and you prebarcode it, and you put a P stamp on it if we had 

a P stamp in effect, can you tell me how you could avoid the 

ultimate delivery cost, the last mile delivery cost on that 

piece? 

You mentioned something about putting a tag on it 

or something. The bottom line is that it would have to go 

that last mile, which CEM does not necessarily have to go. 

THE WITNESS: That would be true in that specific 

circumstance. 

CHAIRMAN GLEIMAN: The P stamp concept is 

interesting but extremely complicated from where I sit, and 

we will certainly take a thoughtful look at it along with 

CEM and the IBIP proposals, and other discount proposals 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

13 

1 4  

1 5  

1 6  

17 

1 8  

1 9  

20 

21 

22 

23 

2 4  

25 

1 2 7 4 2  

that have been offered up by parties in this case. 

If I can switch gears on you a little bit, you 

talked earlier on and were asked a number of questions by 

counsel for DMA and PostCom and others about the 

contribution that First Class mail makes towards 

institutional cost. 

Were you using case projection numbers or actual 

experience numbers? 

THE WITNESS: I have produced tables that relate 

to both, Mr. Chairman, to try to clarify, and I end up 

reaching the same result. 

It is true that despite the Commission's good 

intentions at times some of the cost coverages tend to go in 

directions differently than what they intended, and that - -  

what has happened over the course of the 1 9 9 0 s  I presume was 

not intended by the Commission. It certainly wasn't 

intended in 1 9 9 0 .  

CHAIRMAN GLEIMAN: I would like to think that we 

didn't have any intention to increase the burden of First 

Class mail in terms of carrying the institutional cost to 

the system, but let's talk about that a little bit. 

You can clarify one point for me. You are talking 

about the per piece contribution of First Class mail or are 

you talking about the percentage of total institutional 

cost, the percentage of institutional cost that First Class 
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mail contributes to the total amount of institutional cost? 

Which is it? 

THE WITNESS: Well, in talking about delivery 

costs - -  

CHAIRMAN GLEIMAN: No, I want to talk about 

institutional cost in general - -  

THE WITNESS: All institutional costs in general 

CHAIRMAN GLEIMAN: - -  not delivery costs. That 

was my question. 

THE WITNESS: Okay. The question is that I have 

been talking about the dynamics of cost coverage ratios 

One can compute that as a total cost divided by total 

attributable and now volume variable costs. 

One can compute it on a per piece basis. 

CHAIRMAN GLEIMAN: Well, let's talk about a per 

piece basis then. Your assertion is that when you look at 

the per piece revenue on a piece of First Class mail that 

more of that revenue is going towards institutional costs of 

the Postal Service than had previously been the case, is 

that correct? 

THE WITNESS: I am saying the cost coverage ratio 

of the market mix have increased over time. Yes, sir. 

CHAIRMAN GLEIMAN: What is that? I mean are you 

saying yes, you agree with me that for example if the 

average per piece revenue is what is - -  let's call it 33 
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cents since we have a 33 cent stamp, that is, I mean that is 

not exactly what the revenue is because of extra ounce 

pieces and the like and discounts, but if the average per 

piece r e v h e  is 33 cents, do I understand you to say that 

more of that 3 3  cents goes towards institutional cost now 

than woulb have been the case had the rate been 33 cents 

back in 1 9 9 0  or 1 9 9 5  or 1 9 9 6 ?  

* d .  

THE WITNESS: I haven't done the calculations in 

my testimony, Mr. Chairman, on a per-piece basis, but I 

would be happy to do that, and then I could answer your 

question. 

CHAIRMAN GLEIMAN: The reason I'm kind of 

interested in whether you were talking about that because 

you also talked about the relative value of presort not 

having declided; is that correct? 

that that's a point you tried to make? 

Do I understand correctly 

THE WITNESS: What I have argued is that the cost 

avoidance from workshared mail has not peaked. 

CHAIRMAN GLEIMAN: And has processing - -  have 

processing costs of letter mail declined over the decade or 

increased over the decade of the 9Os? 

THE WITNESS: For First Class single-piece, First 

Class overall. 

CHAIRMAN GLEIMAN: First class, overall? 

THE WITNESS: If I could take a look at a piece of 
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CHAIRMAN GLEIMAN: Most certainly. 

[Pause. 1 

THE WITNESS: I don't think I have it in the 

aggregate, Mr. Chairman, but for single piece, they've 

increased; for presort, they've been about flat. 

CHAIRMAN GLEIMAN: Processing costs have increased 

for First Class Mail? 

THE WITNESS: For single-piece, yes. 

CHAIRMAN GLEIMAN: Okay. 

THE WITNESS: That's a trend line, Mr. Chairman, 

running from 1992 through 1999. 

MR. TIDWELL: I hate to interrupt, but could the 

witness give us a reference to what he's citing? 

THE WITNESS: I'm citing Figure 2 from my 

testimony on page 10. 

And that is on a unit basis, Mr. Chairman. 

CHAIRMAN GLEIMAN: And that's for single-piece, 

raw mail, not presorted mail? 

THE WITNESS: Right. For presort, it's been about 

flat, and for single-piece, it's been increasing a little 

bit. It's been doing better in recent years, but over the 

course of the decade, that's the trend. 

CHAIRMAN GLEIMAN: Did mail processing costs for 

First Class letter mail go down from the base year in the 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

12746 

last rate case to the base year in this rate case? 

THE WITNESS: What I am referring to here is all 

shapes. It's a CRA data. 

CHAIRMAN GLEIMAN: So it's not letter-only; it's 

all First Class mail? 

THE WITNESS: It's not letter-only that I'm 

referring to. 

CHAIRMAN GLEIMAN: Okay, so we don't really have 

any information on - -  you don't have any information on the 

cost of processing letter mail, and you don't know whether 

the cost of processing letter mail has, indeed, declined or 

whether it has? 

THE WITNESS: Since when? And for single-piece or 

presort? I can get you the answer. 

CHAIRMAN GLEIMAN: You talked about the decade of 

the 9Os, and you talked about R90, R94, and R97, so let's 

just talk about R97 till now. 

Has it declined? 

THE WITNESS: I would have to - -  there are 

millions of numbers, and I would have to go into the record 

and look for the letter cost data, Mr. Chairman. 

CHAIRMAN GLEIMAN: I can probably find that on my 

own. So, I won't burden you with that. 

Looking at it from a total contributions 

standpoint, it's your assertion that First Class Mail, in 
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total, pays more of the institutional costs of the Postal 

Service than it did ten years ago or five years ago or three 

years ago? 

THE WITNESS: My assertion is that the cost 

coverage has gone up for First Class Mail over the course of 

the decade, and it has gone down for Standard A commercial 

mail. 

CHAIRMAN GLEIMAN: Okay. But you're - -  you don't 

suggest that First Class Mail is carrying a heavier overall 

burden of the system than it used to? 

THE WITNESS: I would have to look at the numbers, 

Mr. Chairman, the dollar numbers, and I do not have the 

dollar numbers at my fingertips to answer the exact question 

that you pose. 

CHAIRMAN GLEIMAN: Would it surprise you if I told 

you that in Fiscal Year 1990, as a percentage of total, 

First Class Mail paid 69.5 percent of institutional costs; 

that in 1995, FY95 - -  that was after the R94 case, that it 

paid 64.2 percent; that it paid a larger amount, 68.1 in 

1999, which is still less than it paid in 1990, or 

contributed, on a percentage basis; and that the increase in 

the recent years may have been due to the fact that you've 

got increasing contribution from a growing volume of 

Priority Mail; is that a possible explanation for that? 

THE WITNESS: It's certainly possible. 
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CHAIRMAN GLEIMAN: But do you think those numbers 

might be ball park numbers or target numbers? 

THE WITNESS: Mr. Chairman, I'd have to examine 

the record. What I focus on in my testimony are cost 

coverages, and those are markups above clearly identifiable 

volume variable costs. 

CHAIRMAN GLEIMAN: Okay. 

THE WITNESS: It is on that basis that I developed 

my arguments. 

CHAIRMAN GLEIMAN: One last question: You've 

talked a lot about how you think we ought to assign 

institutional costs. As I understand it from your testimony 

and from some of the cross examination today, you believe 

that we assign certain amounts of institutional costs 

associated with the delivery function to different types of 

mail; or that is something that you just extrapolated in 

some way or another? 

THE WITNESS: No, you clearly do not use that 

decision rule, and you rejected it explicitly in R97. That 

was the decision rule suggested by Witness Chown to break 

each of the Postal services, the four basic services, down 

and have a separate cost coverage for each. 

I acknowledge that that's very difficult to do, 

very complex, and has its own host of problems. But if 

there is an inequity in the delivery, in the allocation of 
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institutional delivery costs, the main point of my testimony 

is that it can be handled within your existing decision 

rule. 

So many of those delivery costs are in the 

institutional cost pool. You don't have to change the 

decision rule; it can be handled with a single cost coverage 

number. 

CHAIRMAN GLEIMAN: But you don't know that those 

costs are assigned in an inequitable manner, or that any 

other particular subcategory associated with a particular 

function like collection or processing, are assigned in an 

inequitable manner, because that is not, in fact, the way we 

assign those costs; is that correct? 

THE WITNESS: It is correct that you do not, as 

far as I - -  I'm not a member of the Commission and I'm not a 

member of the Staff, but as I understand the decision rule, 

you apply a single cost coverage across all of the services, 

and not by service. 

That does not negate my feeling, however, that the 

allocation of institutional delivery costs under the current 

mechanism is quite inequitable. It's $8 billion. 

CHAIRMAN GLEIMAN: Have you ever seen anything in 

print or heard any statement to the effect that the 

Commission looks on a functional basis at the institutional 

costs associated with delivery, with processing, with 
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collection, and the assigns those costs to particular types 

of mail? 

I mean there may be something, I have only been 

here 6-1/2 years, I don't recall seeing it, and I don't 

recall being involved in any decision that way. 

I find it difficult for you to say - -  to accept 

your statement that we are assigning something in an 

inequitable manner, that we are divvying up a piece of the 

pie in an inequitable manner when there is no evidence that 

that pie gets sliced at all. 

THE WITNESS: Mr. Chairman, there are $ 8  billion 

in institutional costs that are - -  

CHAIRMAN G L E I W :  I am aware - -  I apologize for 

interrupting you. I know the numbers. I also know that, 

unlike the total pie of the Postal Service, where roughly a 

third of the costs are institutional costs and two-thirds of 

the costs are attributable costs, and you have also 

questioned our methodologies on attribution in certain 

areas, but laying that aside for today, I do know that when 

you get to the delivery function, that the pie looks very 

different, that one-third of the costs are attributable and 

roughly two-thirds are institutional. 

I know what the numbers are. I know what the 

percentages are. What I am asking you is, is there anything 

that you are aware of that the Commission has done that 
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shows that it takes that $8 billion you just spoke about and 

says, well, when we establish our cost coverages, we are 

going to take so many billion dollars of the delivery costs, 

institutional costs, and assign them to a particular type of 

mail? 

THE WITNESS: No, because if you had done it that 

way, I don't think you would ever have done it that way. 

CHAIRMAN GLEIMAN: Fine. Okay. So, we haven't 

done it that way. I thought that I had missed something 

during the past 6-1/2 years, and I am sure I have missed a 

few things along the way. Okay. I just wanted to make sure 

I understood what it was we were doing or not doing here at 

the Commission. 

Do you know if the Commission applies the general 

principles of efficient component pricing when it assigns 

costs, institutional costs? 

THE WITNESS: Whether you apply those principles? 

CHAIRMAN GLEIMAN: Yes. 

THE WITNESS: I do not know whether you formally 

apply those principles. It is a technique of regulatory 

pricing. Presumably, someone, at least at the staff level, 

looks at it, but I don't know to what degree and how you 

consider it. 

CHAIRMAN GLEIMAN: You have never seen it 

mentioned in a Commission decision? 
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THE WITNESS: Efficient component pricing isn't 

something that I have focused on for my clients. 

CHAIRMAN GLEIMAN: Okay. Thank you. 

Other questions from the bench? Follow-up to 

questions from the bench? 

Mr. Tidwell. 

MR. TIDWELL: One quick question, Mr. Chairman. 

FURTHER CROSS-EXAMINATION 

BY MR. TIDWELL: 

Q Dr. Clifton, in your conversation with the 

Chairman about P rate mail, you discuss differences between 

P rate mail and then CEM. I just wanted to make sure I 

understood your testimony correctly. Was it your testimony 

that a primary difference between P rate mail and CEM is the 

fact that, for the most part, CEM is addressed to Post 

Office Boxes, whereas, the mail that would qualify for P 

rate would be delivered to street addresses as well as Post 

Office Boxes, depending on the specific address on the 

piece? 

A It could be a difference, but in working out the 

details of a P rate mail, I don't see how most CEM mail, I 

think you could preserve that characteristic of it. But as 

of today, I don't have the answer as to technically how that 

would be done. 

Q I just wanted to make sure, the mail to which 
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people would affix P stamps would consist of mail that was 

addressed to street addresses as well as Post Office Boxes? 

A It could. 

Q You don't know? 

A I haven't presented the proposal at that level of 

detail. There is no principle why it couldn't be addressed 

to Post Office, there is no reason why it couldn't be 

addressed to Post Office Boxes. 

MR. TIDWELL: Okay. Thanks. 

CHAIRMAN GLEIMAN: Mr. Hart, would you like some 

time with your witness to prepare for redirect? 

MR. WlRT: Please. 

CHAIRMAN GLEIMAN: About how much? 

MR. HART: Fifteen minutes. 

CHAIRMAN GLEIMAN: You have got it. We will come 

back at about 2 0  after the hour, give a little bit. 

MR. HART: Thank you. 

[Recess. 1 

CHAIRMAN GLEIMAN: Mr. Hart, whenever you are 

ready. 

REDIRECT EXAMINATION 

BY MR. HART: 

Q Mr. Clifton, could you please turn to your 

response to M O M  Number 3 ?  Let me know when you have that. 

A Thank you for your patience. 
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I have it, Mr. Hart. 

Q I believe in response to questioning from counsel 

for MOAA, with respect to this interrogatory response, the 

question was asked whether in responding to the 

interrogatory you reviewed your testimony from MC-95 or 

whether you reviewed the MC-95 recommended decision itself. 

I believe you said you did not review the MC-95 

recommended decision in responding to this interrogatory. 

A I did not review those parts of it that reflected 

this interrogatory, correct. I just used my testimony. 

Q Did you for purposes of responding to other 

interrogatories and/or preparing your testimony in this case 

review any portions of the Commission's recommended decision 

in MC-95-1? 

A Yes, I did. I cite the MC-95 decision in other 

contexts. 

Q Could you please turn for a moment to your 

response to Val-Pak Number 4, 4(e) as in "elephant" - -  

A I have it, Mr. Hart. 

Q Val-Pak's counsel during cross examination 

included questioning on your response to this. In 

particular the question was which subclass - -  in the 

interrogatory - -  which subclass has a higher cost coverage 

under the Postal Service proposed rates, First Class letters 

and sealed parcels or Standard A ECR? 
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There was some back and forth as to whether those 

two categories of letters were comparable. 

Could you tell me again whether you believe, and 

if so whether the reasons exist, give me the reasons why 

First Class letters and sealed parcels on the one hand and 

Standard A ECR on the other hand, are or are not comparable 

categories for purposes of comparing their cost coverages? 

A Yes. I confess in that exchange, and I do not 

know if it was myself or counsel for Val-Pak or both of us, 

we ended up focusing on the comparison between First Class 

workshared mail and Standard A ECR mail when in fact the 

question referred to the First Class letter subclass 

including single piece mail, and it was in that context, 

both First Class single piece as well as workshared mail, 

that I framed my answer the way I did. 

Clearly that entire letter subclass is not 

comparable to Standard A ECR. 

Q Turning to the P stamp proposal, the Chairman 

asked you some questions concerning comparing CEM mail to P 

stamp and avoidance of delivery costs. 

With respect to that, is it your understanding 

that - -  is CEM mail mail to a specific address - -  addressed 

to a specific post office box? 

A Well, let me say that as I understood the 

Chairman's specific example, and what I was replying to 
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specifically was where I was typing in the address and it 

was not a post office box. I was sending it to the utility. 

Clearly that would use the Postal Service's delivery system. 

If the P rate were applied to any envelope, 

whether prepared by me or anyone else, that had a post 

office box address, the P rate would avoid all those 

delivery costs just like the CEM proposal, so when I said 

mark earlier I misspoke and I should have simply said post 

office box, and I believe Mr. Tidwell corrected that for the 

record. 

Q And why does it avoid the delivery cost? 

A Because the return mail with the P stamp on it or 

meter imprint, whatever is on it, it gets delivered to a 

post office box and it is then picked up. 

In that fashion it avoids the delivery costs, so 

probably from most of this mail, although not the 

hypothetical that the Chairman and I talked about but for 

most mail, there would be no difference between CEM and P 

rate in terms of saving delivery costs. 

They would both save the same delivery costs. 

MR. HART: If you will give me one minute. 

[Pause. I 

MR. HART: That's all the redirect I have. 

CHAIRMAN GLEIMAN: Is there any recross? 

[No response. I 
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CHAIRMAN GLEIMAN: I just have one - -  

MR. COSTICH: Mr. Chairman. 

CHAIRMAN GLEIMAN: I'm sorry, Mr. Costich. 

MR. COSTICH: Rand Costich, OCA. 

RECROSS-EXAMINATION 

BY MR. COSTICH: 

Q Dr. Clifton, your counsel asked you just a moment 

ago whether you had reviewed the Commission's opinion in MC 

95-1 in the preparation of your testimony. Do you recall 

that? 

A Yes. 

Q Do you happen to know if you reviewed the 

introductory section of that opinion? 

A The introductory section? 

Q Part l? 

A Probably not, I don't have it with me. The only 

parts of it that I reviewed were with respect looking for 

statements on the record of what the Commission's guidelines 

were for cost coverages of First Class versus Standard A 

mail, both in preparation of the direct testimony and, also, 

further in response to interrogatories. So, it was a 

targeted search. 

I don't believe that was in Section 1, but I 

couldn't swear, but that was the specific look that I did at 

that decision. 
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MR. COSTICH: Mr. Chairman, I would like to 

distribute two pages from the opinion in MC 95-1. 

CHAIRMAN GLEIMAN: Most certainly. 

[Pause. I 

BY MR. COSTICH: 

Q Dr. Clifton, this is an excerpt from Part 1 of the 

Commission’s opinion in MC 95-1, and I would like to direct 

your attention to paragraph 1019. Do you see that? 

A Yes, I do. 

Q It runs over from the first page to the second 

page, and I would like to direct your attention to the last 

sentence of that paragraph. 

A On the second page? 

Q Yes. 

A Page 1-8. Okay. 

Q Correct. Could you just read that last sentence? 

A If I have the right paragraph, I believe I do. 

“The Commission‘s willingness to establish an additional 

subclass within Standard mail should not be interpreted as a 

retreat from the view that the largest volume subclasses in 

First Class and Standard mail should have roughly equivalent 

markup indices. ’’ 

Q Now, is this the sort of statement you were trying 

to find in that opinion? 

A Yes. And you obviously did a better job than I 
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did, Mr. Costich. 

MR. COSTICH: Thank you. 

That is all I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: Being a Commissioner gives you 

a little latitude that others generally don't have when you 

are dealing with recross, redirect and recross. I just have 

one question, and it is not one that came up during the 

course of redirect, but I don't think it will do particular 

damage. I would like a clarification, though. 

We spoke before about mail processing costs and 

you looked at your testimony and stated that mail processing 

costs had indeed gone up over the decade for First Class 

mail. Do I understand correctly that you were looking at 

costs that weren't adjusted for inflation when you made that 

statement, that the costs in those charts are not - -  

THE WITNESS: That's correct. Those are nominal 

costs. They are a l l  shapes costs. And what I had done, Mr. 

Chairman, was draw a regression line through each of the 

data points. It is referring to a regression line. 

CHAIRMAN GLEIMAN: Bottom line, they are not 

inflation adjusted costs? 

THE WITNESS: They are not inflation adjusted 

costs. Correct. 

CHAIRMAN GLEIMAN: Thank you. 

And you get a shot at going back. Anybody else 
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who wants it, since I opened up that box. 

[No response. I 

CHAIRMAN GLEIMAN: If there is no additional 

recross, then that brings an end to an interesting day. 

Dr. Clifton, that completes your testimony. We 

appreciate your appearance and your contributions to the 

record. We thank you, and you are excused. 

[Witness excused.] 

CHAIRMAN GLEIMAN: That concludes our hearing 

today. le will reconvene tomorrow at 9:30. We will rece 

testimony from Witnesses Neels, Sellick, Hay and Smith. 

Thank you all, and you have a good evening. 

[Whereupon, at 4:35 p.m., the hearing was 

recessed, to reconvene at 9:30 a.m., Thursday, July 13, 

2000. I 

.ve 
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